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The expansion and speculative nature of the Hong Kong stock market
is due to liberal economic policies. The Hong Kong Government has not
imposed any strict rules in putting the local stock market under a
normal q fair and orderly condition until recently harmful results
local economy from speculation become critical.
In this paper, the writer intends to study the role played by
Hong Kong stockbrokers in a market full of speculation. The regulation
to local stockbrokers by strict rules, perhaps, may contribute some
effect in maintaining a normal stock market.
Personal interview is used in the research. The writer has made
extensive discussions with people involved in securities industry.
It is believed that these discussions provided a deep insight into
the securities industry.
The writer is indebted to Dr. H. Sutu, Director of the Lingnan
Institute of Business Administration, and Dr. John L. Espy, Associate
Director of the Lingnan Institute of Business Administration for
their valuable comments on the first draft of this paper. He also
extends thanks to all persons who had shown admirable cooperation in
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A. DEFINITION OF STOCKBROKERIN THIS STUDY
For the purpose of this study, stockbrokers are defined as members
of the local stock exchanges authorized by the Hong Kong Government.
The members act as representatives for the buying and selling of stocks
in the local exchanges for the public and charge commissions for
remuneration. Up to present, there is no governmental or exchange
regulation stating that a broker cannot do business mainly for his own
account.' In the U.S.A. and the U.K., a special category of brokers is
classified as traders (so-called in U.S.A.) or jobbers (so-called in
U.K.) who are members of the exchanges and mainly do business for their
own accounts. But in Hong Kong, there is no distinction between the
two kinds of broker-dealers. In the Hong Kong Stock Exchange, there
is a minority of overseas members. The characteristics of overseas
membersis not included in this' study.
B. THE EXPANDINGHONGKONGSTOCKMARKET
During the year 1972, the Hong Kong stock market behavior was very
unusual. Great changes have taken place. We can list some of the
main activities which characterized last year's stock market behavior.
(1) Last year's indices (both the Hang Seng Index and the Far East
Index) and turnover have shot up to a high record. From
Exhibit I, we can see that the Hang Seng Index closed at the
peak of 843.40. While the Index increased by 148.1% for 1972,
the yearly turnover also increased by 197.2% when compared with
that of 1971 Compared to other countries, Hong Kong also enjoyed
the most rapid rise in stock index last year, as shown in
Exhibit II.
2(2) Securities investment is becoming more and more popular in Hong
Kong:-' This is evidenced by the oversubscription of new
issues, the rapid increase of turnover and the appearance of
many green hands in the market. Recently, the market behavior
has been so frantic and speculative in nature that the Hong
Kong Government has expressed its concern for intervention.'
Mr. James Selwyn, the newly appointed Commissioner of Securities
has pointed out, The estimated number of short-term speculators
(or they may even be called gamblers) in the present stock market
is about three hundred thousand. They never consider the
fundamental characteristic of a certain stock when they make
their investment decisions. During the recent months, taking
the total population of Hong Kong as a base, the daily turnover
is ten times that in the U.K.1
(3) The international monetary crisis and the unstable political
situation is South-east Asia have led idle money flow continuously
into Hong Kong, causing the continual building up of liquidity.
Exhibit III is a table on Hong Kong banking deposit and credit
to stock brokers over the past six years. The average increase
in bank deposits over the past five years has been at the
compoundedrate of 16% with the rate averaging 22% over the last
three years.' The increase was partly due to the favorable
balance of payments as a result of remittances into Hong Kong
due to the minimum exchange control as well as the rising per
capital income for local people.- Moreover, overseas financial
institutional have also moved into the Hong Kong stock market
and added to the speculation.
3(4) Up to now, there are no strict governmental regulations
concerning the mergers and acquisitions of business firms.
Therefore, mergers, acquisitions and cooperations through
exchange of shares by different companies were numerous during
the year 1972. Many companies, after merging, possess greater
potential in their future development and can enhance their
future earning power. Generally speaking, most mergers-are
welcomed by investors because they are too straight-forward
to think of the better side, but example of unsuccessful
management operation after merger are frequent.
(5) many private companies, in order to acquire more capital for
future development, have floated their shares off to the public.
Ninty-seven companies floated public issues in 1972, the total
capital absorbed was about 1.83 billion Hong Kong Dollars.2
(6) The Hong Kong Government has expressed its concern over the
present frantic market behavior and the excessive speculative
nature: A Securities Advisory Council has been set up aiming
at the reform of the present market structure. In the present,
there are many unusual practices among the stock market which
often receive criticism. These practices include: high price
fluctuations in a very short transaction period, the procedure
of private placements of new issues, differences in the quality
of new listed issues, differences in the qualification
requirements of stock brokers by different exchanges,3 and
four local exchanges doing their business seperately.' The
setting up of the Securities Advisory Council is a first step
by the. Government to put the stock market wider normal, orderly
and f air trade conditions.
4C. TI IMPORTANCEOF PROFESSIONALSTATUS OF STOCKBROKERS
Stockbrokers are people who can be trusted by the public as
consultants for their investment.
Recent growth in the Hong Kong securities business has been phenomenal
as pointed out in Section B of the Chapter. Many more individuals and
institutions have been investing in securities every year growth has
been at a tremendous pace.4 The volume of trading has risen to
unprecedented levels. Consequently, the securities industry needs well-
qualified professionals more urgently than before. Growth and change
pose the serious questions of how to stay competitive and profitable,
keeping pace with strong demand, and prepare for a future which we
expect to be far from tranquil.
If the Hong Kong Government wants to have the stock market operated
in a more normal and fair way, well-qualified professionals in the
securities industry are indispensable.
A hallmark of the true professional is a wide-ranging knowledge that
permits him to approach his work critically and creatively.
D. THE PURPOSEAND SCOPEOF THE STUDY
The purpose of this study is to find out the level of professional
status of stockbrokers in Hong Kong. Since the safety of the public
investors' capital relies on the professional stockbrokers, only
those well-trained professionals can help the Hong Kong stock market
maintain well-ordered, normal and fair trading conditions.
5This study includes the following points:
(1) The professional knowledge of the brokers and the management
abilities of the individual memberfirms.
(2) The ethical conduct of present stockbrokers.
(3) The auditing requirements and related governmental and exchange
regulations.
E. THE RESEARCHMETHODOLOGYAND ITS LIMITATIONS
The purpose of this thesis is to present a picture of the role that
Hong Kong stockbrokers are playing in a rapidly expanding stock market
in order to meet the increasingly complex market structure. The public has
been attracted to different kinds of securities. Many necessary new
rules and regulations by the Hong Kong Government have been institued.
What can be done to help the professionals to provide better services
to investors -- this is the securities industry's primary reason for
existence.
Information in this study is description in nature. There are two kinds
of information collected in this study. Secondary information was collected
mainly through publications of the four local stock exchanges, commentsin
newspapers, and data collected from publications by large brokerage
firms and research firms (for example, the 'Sun Hung Kai Stock Market
Weekly Report' published by the Sun Hung Kai Investment Co. Ltd.).
The primary information was collected by intensive interviews with stockbrokers,
staffs of the four local stock exchanges and many other investors. There
are several reasons for using personal interviews instead of mail
questionaires in this study., Firstly,, by doing so, the writer can
acquire a more-thorough understanding of the securities industry.
6Secondly, the writer has been working with stockbroker firms before
entering into the Lingnan Institute of Business Administration.
This provide an opportunity for the writer to be acquainted with
some of the brokers and investors. The writer believes that the
information supplied by them would be more detailed and accurate than
that obtained by mail questionaires. The writer also believes that what
they disclosed are true facts.
To arrange for interviews, the writer has sought help from his
former manager, a trading representative of the Kam Ngan Stock Exchange.
Although personal interviews can help to get a deeper insight into
the core of the industry, its shortcoming is that the information collected
cannot serve the purpose of statistical analysis. Fortunately,
statistical work is not a necessity in this study. For example, if one
takes a survey of the ethical conduct of the stockbrokers by mail
questionaires, you would find that hundred per cent of all the brokers
in Hong Kong behave ethically. But, would this be the fact? Throughout
the interviews, the writer often received complaints from investors about
the brokers' ethical conducts' If complaints exist, some improvements
should be made.
As for the auditing requirements and related governmental regulations,
the writer has compared the difference between the regulations in Hong
Kong and that in U.S.A., and Singapore. Publications were ordered
directly from the New York Stock Exchange, the Singapore and Malaysia
Stock Exchange. It is found that there is still much for the Hong Kong
Government to be done.
71.'Ming Pao Evening News, February 11, 1972.
2. Sun Hung Kai Stock Market Weekly Report, Vol. 88.
3. There are four authorized stock exchanges in Hong Kong: The Hong Kong
Stock Exchange, The Far East Stock Exchange, The Kam Ngan Stock Exchange
and The Kowloon Stock Exchange.
4. The number of institutional investors in Hong Kong is increasing
rapidly. Some large public investment companies are: The Jardine
Securities, The Allied Investors, The Slater Walker Securities, The
International Pacific Securities. Many other large companies have
investment departments., For example, in 1971, the Hutchison International
Ltd. made an after-tax profit of twenty million dollars by securities
transactions, which accounted for one-third of the company's net
profit. Bank trust departments and some fund associations are large
institutional investors. Many small security investment companies
were permitted to go public during the past several months and
still many more are coming. Foreign investment institutions are
stepping into Hong Kong rapidly through overseas members of the
Hong Kong Stock Exchange. Mr. Ronald Li, Director of the Far East
Stock Exchange, has made several trips to Europe seeking cooperation
from the members of foreign exchanges and guiding them to invest in
Hong Kong securities.
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Source: Sun Hung Kai Stock Market Weekly Report, Vol. 88.
9Exhibit II
A Comparison of Changes in Stock Indices
All Over the World in 1972













Source: Sun Hung Kai Stock Market Weekly Report, Vol. 89.
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Exhibit III
Number of New Listed Issues
from Jan. 1970 to Feb. 1973
Total moneyNumber of






Source-, Sun Hung Kai Stock Market Weekly Report.
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Exhibit IV
Hong Kong Banking Deposit
and
Loans to Stockbrokers
Dec 31,Dec 31,Dec 31,Dec 31,Dec 31,Dec 31,Date as at
197219711970196919681967
24.61318,'18514,95512,29710,367Total Deposits 8,162
8,50153174,3263,7143,144x,658Demand 7,8017,3956,4075,2164,4323,324Time 8,3066,0743,367 4,2222,7912.108Savings
Total Loans
and








(Unit in Million Hong Kong Dollars)
Source: Hong Kong Monthly Digest of Statistics.
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CHAPTERII
A GENERALREVIEW OF THE HONGKONG
SECURITIES INDUSTRY
A. HISTORICAL SKETCHAND BOOMINGOF THE HONGKONGSTOCKIN RECENTYEARS
The development of the Hong Kong stock market can be divided into
several stages. Each stage has its operating characteristics. The
linking up of these stages can reveal a general trend of the
development of the Hong Kong stock market.
(1) The First Stage: It is started from the time when the Hong
Kong Stock Exchange was founded up to the end of 1969.' During
these years, the stock market was not very active. At that time,
there was a general thinking that securities investment was only
for the rich people. Not too many Hong Kong people knew how
to put their savings into the stock market. When compared
with recent days, the management philosophy of the Hong Kong
Stock Exchange was considered as very conservative.
A member of the Hong Kong Stock Exchange described, Not
long ago --- three years ago, in fact --- the market was a
gentlemanly little club, where only the rich and well-connected
went through the mysterious motions, where the bulls and the
bears gyrated round the contange. During those years, turnover
was light when compared with nowadays, prices were maintained
very steadily, the normal price-earning ratios were as low
as ten times and the dividends yielded up to 8o.1 The Hong
Kong Stock Exchange was very conservative in their management
philosophy. There were only about fifty members up to the end
of 1969. Only very large business firms were eligible for
listing. Not too many new companies were permitted to go
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public each year. Many members were only interested in doing
business with those accounts maintaining a large volume of
transactions. Small investors were usually not welcome by them.
Acting as a primary and secondary market for capital funds, the
Hong Kong Stock Exchange can hardly be described as having
functioned successfully.
(2) The Second Stage., The period from January 1, 1970 to December
31, 1971 can be described as the second stage of the Hong Kong
stock market. Great changes took place during these two years.
The Far East Stock Exchange was opened on December 17, 1969 and
was recognized by the Hong Kong Government on January 22, 1971
under Section 2A of the Companies Ordinance Cap. 32. The
policy of the Far East Stock Exchange was to give more access
and convenience to small investors. Hence its turnover gradually
exceeded that of the Hong Kong Stock Exchange. The latter,
originally doing business with largenves-6ors, matched with
the competition of the Far East Stock Exchange. The competition
forced the brokers to attract more customers by reducing their
commission rates, providing better services, improve their
management and their information systems. Hence, heavier
turnovers gave more mobility to the stock market. Also, during
these two years, just after the economic recession caused by
the great riots in 1967, there was great progress in the Hong
Kong economy.' Many large business firms had substantial growth
rates.- They had abandoned their old-fashioned conservative
business policy confined to running their business locally and
planned to expand to overseas investments. The issur_of a
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Euro Dollar Debenture by Jardine Matheson Co. is a very
typical overseas expansion. Besides, the low price-earning
ratio and high dividend yield (at least it was so in 1970)
and the economic trend of inflation also attracted the general
public to put their money into the stock market. By march 1,
1971, the Kam Ngan Stock Exchange was opened and the Hong Kong
stock market then expanded rapidly under the competing operation
of the three exchanges.
(3) The Third Stage. The year 1972 can be regarded as the third
stage of the Hong Kong stock market. During the whole year,
the general market trend was bullish in nature, with only
minor adjustments.2 The Kowloon Stock Exchange was opened on
January 5, 1973. This is the fourth exchange in the colony.
Its opening even gave a greater stimulation to the frantic market
behavior. The inflows of foreign capital theinternational
monetary crisis the political stability of Hong Kong in the
coming years following the better relations between China and
the U.K. the public's changing attitude towards investment
shifting to speculation and the rapid growth of many business
firms are all favorable factors supporting the continuous bullish
market trend. The number of member firms increased rapidly.
Up to now, there are roughly over seven hundred members
in the four exchanges operating their business. The Hang
Seng Index increased by 145.46% and the yearly turnover by
193.36% when compared with that of 1971. During 1972, about
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one hundred companies were aami ttea for quotation oy ine tour
exchange and the total capital absorbed from the primary
market was about 1.8 billion Hong Kong Dollars. In 1971, only
16 companies were admitted for quotation, raising 0.24 billion
Hong Kong Dollars.
B. EFFORTSOF BdPROVEMENTDONEBY THE PRESENTEXCHANGES
Before February 1973, there was no Government regulations prohibiting
the establishment of stock exchanges. As the stock market expanded
rapidly, the most profitable business in Hong Kong becomes the brokerage
firma It is not surprising that one exchange opened after another.
There are now four exchanges in Hong Kong, they are: Hong Kong
Stock Exchange, Far East Stock Exchange, Kam Ngan Stock Exchange and
Kowloon Stock Exchange. All are recognized by the Government for
securities transactions.
The Hong Kong Stock Exchange and Far East Stock Exchange are eager
to improve the management and functioning of the present exchange
operation. When interviewed by the writer, a managing staff disclosed,
The Hong Kong Stock Exchange established overseas
membership in 1971, thus facilitating the foreign
investors and letting them know the potential of the
Hong Kong stock market. In August, 1971, a team
consisting of Hong Kong Stock Exchange members, leaded
by Mr. Francis Zimmern, late chairman of the Hong
Kong Stock Exchange, and Mr. T. Newman, general
manager of the Hong Kong Stock Exchange, had made
a month-long European trip and attended the
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assembly of the twenty-nation International Federation
of Stock Exchanges in Hamburg. The team had arranged
official and semi-official talks with securities
industry professionals in Frankfurt, Hamburg, Paris
and London, thus acquired many new ideas and experiences.
The Hong Kong Stock Exchange plans to consider the
applicability in their exchange of many of the new rules
proposed in-the assembly. These rules relate to various
aspects of the industry, such as the restrictions on
listed companies, restrictions on shares issued for
cash in exchange for assets and the protection of
investors with respect to the company information
for the public. The Hong Kong Stock Exchange was also
concerned with the stock exchange automation. It plans
to move within two years to premises on the top floor
of Hutchison House in Murray Road which could potentially
treble the present membership to over two hundred.
The Far East Stock Exchange and Kam Ngan Stock Exchange are mainly
operated by the Chinese. The Far East Stock Exchange have made great
contributions to the Hong Kong stock market. Securities investment
became popular following the Far East Stock Exchange opening and its
policy of servicing the small investors. It has also changed the Hong
Kong economic situation, which was controlled by large business firms
for a hundred years. Since the establishment of the Far East Stock
Exchange, The Chinese industrialists are no longer handicapped in a
stock market dominated by foreign interest. This can be evidenced
by the fact that many large companies ran by Chinese industrialists
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and businessmen were admitted for listing by the Far East Stock Exchange.
Some of these new issues are even named as the Chinese glamour stocks.
They include: Hopewell Holdings Ltd., Sun Hung Kai Hodlings Ltd.,
New World Development Ltd., Tai Cheung Properties Ltd., Cheung Kong
Holdings Ltd., and the Stelux Manufacturing Ltd. Aside from admitting
quotations for those large companies, the Far East Stock Exchange is
also eager to help those medium and small size companies in raising
their necessary capital by quotation through the method of private
placement.' Before the establishment of the Far East Stock Exchange,
there was no other way for small companies to finance themselves
except by borrowing from banks with high interest burdens because the
Hong Kong Stock Exchange was too conservative to admit small companies
for listin'
The Far East Stock Exchange is also enthusiastic in expanding its
business with foreign exchanges, aiming at promoting Hong Kong as an
international financial center. In June 1971, the Australia Associated
Stock Exchange accorded recognition to the Far East Stock Exchange and
the London Stock Exchange also included the Far East Stock Exchange in
the list of stock exchanges recognized under the London Exchange Rule
217 (1).' In April 1972, a team of the Far East Stock Exchange and the
Kam Ngan Stock Exchange members visited Europe and exchanged experiences
with the security professionals of the U.K., France and West Germany.-
Some Brokerage firms of the above countries, under the help of the
Far East Stock Exchange, have established branch offices in Hong Kong
and do business through members of the Far East Stock Exchange. In
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December 1972, another team of members of the liar East b-tocic xcnange
visited the U.K. to seek tighter cooperation. This time, several
Hong Kong new issues were admitted listing through jobbers of the London
Stock Exchange.3
The Kowloon Stock Exchange, though entered into the securities
market only for one year, .also has made great improvements. It has a
major link-up with the Singapore and Malaysia Stock Exchange. The
Kowloon Stock Exchange has introduced into the Hong Kong stock market
many issues listed in the Singapore and Malaysia Stock Exchange. The
Kowloon Stock Exchange is also the first exchange in Hong Kong
utilizing computerization for handling transactions.
Previously, the four exchanges were operating competitively.
Before the Kowloon Stock Exchange was recognized by the Hong Kong
Government, stocks circulating in the Kowloon Stock Exchange were
not accepted by the other three exchanges. Each exchange has different
sets of rules and regulations, but they are similar in nature. They
also had different business hours. After the recognition of the Kowloon
Stock Exchange by the Hong Kong Government at December 1972, the four
exchanges agreed to standardize their business hours from 10 a.m. to
12:45 a.m. for each transaction day. Furthermore, there is a tendency
that the four exchanges will cooperate more closely tinder the advice
of the Securities Advisory Committee. It is hoped that a federation
of exchanges will be set up to facilitate the solution of problems
amongthe exchanges.
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C . REQUIREMENTSANDEXCHANGEREGULA'1'IUNbU1' A P.1121MU-14-11-Ml-
Up to now, there are no Government regulations concerning the
qualifications of a member of any exchange. As there are four
different exchanges in Hong Kong (mentioned in the earlier paragraphs),
each exchange has its rules and regulations of membership requirements,
although these rules are more or less the same in nature. After reviewring
the publications by the four exchanges the writer found that the
requirements of the Hong Kong Stock Exchange are stricter and more
complete than those of other three exchanges. For the purpose of this
study, the member's-nip requirements of the Hong Kong Stock Exchange is
abstracted belows3
Any person of the age of twenty-one years and upwards,
who desires to carry on the business of a stockbroker,
shall, subject to the rules of the (Hong Kong Stock)
Exchange, and subject to there being a vacancy for
rmembership, be eligible for membership of the Exchange,
provided he was born in Hong Kong, or, has resided in
the Colony for five years out of seven immediately
prior to his application for membership, but no person
shall be eligible if:-
(1) He is an undisctharged bankrupt or
(2) He is in partnership with any person resident in this
Colony carrying on the business of a stockbroker
(either solely or in conjunction with other business)
who is not a member of the Exchange unless his
partner shall apply for and gain admission at the
same time
(3) He is a Director or employee of a Licensed Bank
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(4) He is a practicing solicitor, barrister or accountant.
(5) An incorporated company is not eligible for membership.
A person who wishes to become a member of the Exchange,
together with his proposer and seconder, shall sign and
send to the Secretary an application in the form set out
by the. Exchange accompanied by:-
(1) A statement, by the Firm with whomthe candidate has
undergone a period of training as to his experience
and ability.
(2) Statements by the proposer and seconder and the Firm
with whomthe candidate proposes to be associated
with or enter into partnership containing information
as to the following:-
(a) That each of them has read and signed the
candidate's application form and is aware of the
candidate's declaration and is satisfied that
to the best of their knowledge and belief the
statements made there-in are correct.
(b) The length of time the proposer and seconder have
known the candidate.
(c) That from theirpresent knowledge of the candidate
and of the candidate's past and present circumstances,
the proposer and seconder are satisfied as to the
candidate's fitness in all respect to become a
memberof the Exchange.
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After the application form is sent to the Exchange the candidate
is under investigation for a period of time (usually not
longer than a month) to examine the validity of his candidature.
Then he would undergo an interview by the Exchange Council.
At the meeting of the Council (which consists of nine members
of the Exchange including a Chairman and Vice Chairman) the
candidate shall be balloted for. At each ballot five members
voting shall be sufficient to form a ballot and two black balls
means the candidate is not elected.
When a member wishes to sell out his membership, the purchaser
of the membership should subject to the above mentioned
application procedures and be balloted by the Exchange.
The financial requirement of a member firm is not specified in the
regulations of anyone exchange. There is no specific answer given by
the member staffs or brokers upon interviewing. It is learned that each
member firm should have a guarantee deposit of H.K.$500,000 (which can
be in the form of cash deposit or securities) in his bank account.
Upon the candidate's election as a member of the exchange, he should
pay a sum of Entrance Fee to the exchange. The amount of the Entrance Fee
is from time to time decided by. the exchange. At the end of the year
of 1972, the Entrance Fee is fixed as: Hong Kong Stock Exchange and
Far East Stock Exchange: H.K.1$500,000 Kam Ngan Stock Exchange, H.K.
$$350,000 Kowloon Stock Exchange, H.K.$300,000. As the writer knows,
from the beginning to April 1972, the Entrance Fee of the Kam Ngan Stock
Exchange was only H.K.$50,000. As of February 1973, the Entrance Fee for
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the Far East Stock Exchange has risen to tt.A. tou,uuu.
From the above-mentioned, it seems as if it is very easy for a
person to become a broker, especially since there is no Government
regulation concerning the qualification of becoming a stockbroker.
Although the exchange regulations are there, the terms are vague in
sense. When interviewed by the writer, many brokers admitted that
experience and professional knowledge in the securities industry are
not an important factor for candidature under the consideration of
the exchanges. Although experience is mentioned as necessary requirements
in the regulations of the exchanges, it is not specified as to what
degree of experience and professional knowledge would be eligible for
membership. As the writer knows, the Hong Kong Stock Exchange is
more concerned with this element than the other exchanges. The other
three exchanges, at their beginning stage of operation, were concerned
primarily with the number of members more than anything else because
more members can bring with them more clients and many more transactions.4
The following is a table of the number of stock broker firms in
Hong Kong:' By the time when the thesis is completed, the number of
stock brokers in Hong Kong has already exceeded that given by the table.
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Table I
Number of Stock Brokers
TotalKSEI NSEPESEIIRSEDate
5151Dec.1969




SnrePember lists of the four local stock exchanges.
Originally, in the regulations of the Kowloon Stock Exchange, the
number of brokers was limited to 150. But from the table, the present
number has already exceeded 170. On this point, the Far East Stock
Exchange and the Kam Ngan Stock Exchange are similar to the Kowloon
Stock Exchange. Every one in Hong Kong admits that stock brokerage
is the most profitable and up-to-date business. Many outsiders
try their best to squeeze into the present exchanges, and, in addition
to the exchanges' oper-door policy, the number of stock brokers
increased rapidly until the exchange floor cannot afford their burden.
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D. THE ORGANIZATIONSTRUCTUREOF A SECUt111E5 1`1BM IN IUNIi ItUNI*
By the regulations of the exchanges, any member of that exchange
is required to run his business in the form of sole proprietorship or
partnership. They are not allowed to organize in corporate form as
that in the U.S.A. All members bear unlimited liabilities to his
company. The writer, having had experience in the securities industry
and after interviewing some other member firms, learned that many of
the member firms are run by outsiders without any prior experiences
in the relevant fields:' For Example, most of the members who joined
the Kam Ngan Stock Exchange at the beginning stage of the Exchange are
members of the Gold and Silver Exchanges. They are mainly dealers
in sold and silver. When the Kowloon Stock Exchange was founded, it
had sent letters to those people with some sort of social status,
asking them to take up a membership in the exchange. Membership
could be easily acquired at that time. Primarily, many enter the
exchange for the purpose of doing business mainly for their own
accounts. Thus it is not surprising to find out that many brokerage
firms are small in nature (when compared with large organizations
such as the Sun Hung ICai Investment Co.), without any modern concept
of management and inefficient in their operations. The writer
knows that one or two companies even have problems with their
working capitals.
The commonorganization structure of a member firm is presented
in Exhibit V. The general manager is usually one of the partners of
that company. Usually many small firms do not have a clear distinction
between departments. For example, a clerk in the transaction department
may be ordered to deal with the company's margin accounts so that labor
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is saved. Sometimes it can hardly be called a department because it
consists of only one clerk to carry out the necessary work. The
exchange floor department consists of a trading representative, one
authorized clerk and one or two runners. The post of trading representative
is often taken up by one of the partners or the sole owner of the
member firm. According to the regulations of the exchanges, only
trading representatives and authorized clerks may have access to the
exchanges' floor and conclude bargains with other memberson behalf of
his principals. Members and their partners shall be liable for all
bargains made on their behalf by any authorized clerk they employ and
shall fulfill such bargains according to the rules of the exchanges
for bargains personally made by them.5 Subject to registration, a
member may employ sales representatives. A sales representative shall
not be entitled to conclude bargains on behalf of his principal and
shall not have access to the exchanges' floor without the express
approval of the exchange committee. Some companies employ sales
representatives in order to-have more business transactions. Sales
representatives are not so important to a company when compared with
the Registered Representatives in the U.S.A. The reason is that it is
easy for clients in Hong Kong to go directly to the brokerage firm or
contract its order department by telephone to ask for the execution of
an order. Another reason is that the present stock market is so
speculative with extremely high turnovers that many brokerage firms are
forced to shut their doors to new accounts and serve mainly the old
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accounts so as to reduce their workload. There is a linking up between
the sales representatives, the order department and the exchange floor
department. The order department usually send orders from the customers
to the exchange floor department for their execution.
As mentioned earlier, the present company size and staff of
many brokerage firms cannot cope with the high daily turnover. Not
many brokerage firms have installed computer to facilitate their work.-
Almost everyone in the securities industry has to work overtime,
especially the employees in small companies.
It is found that most brokerage firms do not have a research
department to do analysis work. Security analysis has not received
its proper appreciation by most brokers.
It is concluded that most brokerage firms are not well organized
or managed efficiently to meet the demand of the clients and the
requirements of the expanding securities industry. A more detailed
discussion of this topic will be presented in Chapter III of this
thesis.
E, THE LARGESTBROKERAGEFIRM IN HUN U KUNU
SUN HUNGKAI INVESTMENTCOMPANY
It should be emphasied that not all brokerage firms in Hong Kong
are small, poorly organized and inefficient in operation. The Sun Hung
Kai Investment Company, which 'shared 21% of the 1972 yearly turnover
of the Ilong Kong stock market, is the largest brokerage firm in Hong Kong.
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It is a well established and modern organization. The efficiency of
which can be compared with the large foreign securities firms.
The Sun Hung Kai Investment Companywas founded in December, 1969.
Now it has obtained membership on the Far East Stock Exchange, the
Hong Kong Stock Exchange and the Kam Ngan Stock Exchange. In dealing
with the general brokerage business, the Companyhas a research
department and advisors responsible for providing credit rating,
securities investment trust and portfolio management services. The research
department also collects industry and company data for statistical
analysis purposes. Their evaluations and recommendations are usually
published in reports which are sent to the general public free of charge.
The Sun Hung Kai Stock Market Weekly Report is a weekly publication in
newspaper form issued by the Company's research department for reference
purposes.-
A general manager of the Sun Hung Kai Investment Company, when
interviewed, disclosed,
In 1972, the turnover executed by our company amounted to
8.955 billion Hong Kong dollars. This amount is 193%
more than that in 1971 and amounted to 21% of the four exchanges'
total turnover. The above-mentioned figure is based on an
estimation from the stamp duty paid by buyers and sellers.
Transactions of securities registered in London (which
are exempt from stamp duty) are not included in the above
figurer Up to the end of 1972, our company loaned a total amount
of more than one hundred million Hong Kong dollars. Our
companypossesses four thousand maintaining long term
investments. The number has increased by five times
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since our company was founded in December 1969. The
number of overseas clients is estimated as ten per
cent of the total.
During the year 1972, the Sun Hung Kai Investment Company has
established good business relations with different securities firms
in Japan, the U.K., the U.S.A., Singapore and West Germany. Recently,
ten new issues in Hong Kong were permitted listing in the U.K. through
the introduction by the company. The basic policy of the company is
to establish business relations with international financial institutions
and to promote international cooperation of the securities industry
with Hong Kong. The company is now considering the possibility of
expanding cooperation with securities firms in Canada and Australia.
The Sun Hung Kai Investment Co. has also installed computer for
handling the routine operations.
F. THE CONCERNBY THE HONGKONGGOVERNMENTABOUTSTOCKSPECULATION
AND THE ESTABLISHMENTOF THE SECURITIES ADVISORYCOMAITTEE
It cannot be denied that the present Hong Kong stock market
is more speculative in nature than it was several years ago. This
can be supported by the comparison between the turnovers, the rapid
movements in share prices and the continual rise of the Hang Seng
Index. Mr. Harry Odell, a grand old man with fifty years of experience
in stock brokerage, criticized exactly to the point,
The average investors who knows anything about stock today
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does not care for long term investments but looks quick
return especially in this cock-eyed world where currencies
go haywire and where political disturbances are bound.
The main object of an operator and an investor is
to make a buck. We are no different today than we are
fifty years ago in our search for easy money.
The Hong Kong Government has adopted Laissez-faire as its
basic economic policy. But the rapid increasing speculative activity
has forced it to consider whether its policy of non-interference is
a good practice. Stock exchanges opened one after another successively.
In February 1973, the Asia Stock Exchange was planned to open for operation.
The Hong Kong Government has decided to act on this vexatious question
of mushrooming stock markets in the Colony --- which have grown from
one to four, or even.five, including the Asia Exchange, over the
last few years without the slightest sign that they are prepared
to all band together under a commonset of trading rules. The
Legislative Council has passed a bill on February 28, 1973. This
new bill states that only those stock exchanges approved by the
Financial Secretary will be allowed to operate in Hong Kong. The
Asia Exchange, hence, was prohibited from opening operation. The
Financial Secretary, Mr.' Phillip Haddon-Cave expressed,
I intend to approve only those which are recognized for
the purposes of Section 2A of the Companies Ordinance.
In other words, it is our intention to restrict the
number of exchanges allowed to operate and this will be
coupled with a system of registration of all dealers.
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Mr. Haddon-Cave also attacked many of the malpractices in the present
stock market. These malpractices include the present private placement
system of new issues, the discontinuity of share prices and high
variations, the delays in cash settlements of transactions, the intentionally
false market, undue influencing of manipulators, non-recording of share
transactions and differences between the qualifications of securities
industry professionals. Some of these points will be discussed in the
following chapters.
In view of the frantic stock market behaviour, the Hong Kong
Government has changed its Laissez-faire economic policy and becomes
concerned with the matter seriously. The first step by the Government
is to set up a Watchdog Panel --- the Securities Advisory Council. The
Council is headed by a retired banker, Mr. Y.H. Iran and the Commissioner
of Securities, Mr. James Selwyn acts as the spokesman of the Council.
The objective of the Council, as mentioned by Mr. Ran, will be concerned
with reforms in trading practices designed to secure and aim at
achieving orderly conditions in the stock market. However, the Council
is advisory in nature without the necessary legal power to enforce
its recommendations. It is suggested that a more powerful committee
would do the work in more effective ways.
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1. Based on the calculation on the Hong Kong Stock Exchange Yearly
Report 1965 --- 1969.
2. Sun Hung Kai Stock Market Weekly Report Vo. 88, 'A General Review
of the 1972 Hong Kong Stock Market'.
3. The issues admitted listings include:
The New 'World Developments Ltd.
The Tai Cheu.ng Holdings Ltd.
The Cheung Kong Holdings Ltd.
The Sun Hung Kai Holdings Ltd.
The Tai Sing Developments Ltd.
The Lee Hing Developments Ltd.
4. At the beginning stage of an exchange, its daily turnover should
not be less than a certain percentage of the total market turnover
so as to get formal recognition by the Hong Kong Government.
By formal recognition we mean that stocks bought in that exchange
can be accepted for circulation by other recognized exchanges.






















The requirements of a stockbroker are divided into two aspects
the broker's proficiency in the securities industry and his financial
obligations. With respect to a broker's financial obligations, certainly
criticism should not exist because there are enough mi llonaires in
Hong Kong who are qualified in their financial obligations and eager
to become brokers as this is the easiest way of making money (although
this sort of thought is incorrect). The above statement, if not
exaggerated, at least is the impression of most people in Hong Kong,
otherwise stock exchanges would not be opened one after another in a
short period of two years. The problems of financial requirements will
be discussed in Chapter V.
As mentioned in Section B, Chapter I, there are no Government
regulations concerning theprofessional qualification requirements of
stockbrokers in Hong Kong.
The exchanges' requirements of membership are classified as:
(1) The candidate has undergone a period of training as to his
experience and ability.
(2) The proposer and seconder are satisfied as to the candidate's
fitness in all respect to become a member of the stock exchange.
34
The requirements above are very vague. For example, we may ask
the following questions. What length of training period is regarded
as satisfactory? What is the standard of measurement of the candidate's
ability? What are the proposer and seconder's criteria of judgement
about the candidate's fitness? Are there academic qualification
requirements forthe candidate? What kind of experience is regarded
as necessary? Is it the experience in doing business inside the
trading floor, experience in organizational management, experience
in securities investment or experience in dealing with the clients?
All these are necessary experience for a stockbroker. Interviews
with the brokers did not provide a satisfactory answer to the
questions above. The two above-mentioned are only requirements
for the members of the exchanges. There are no exchange regulations
with regard to the personnel employed by a brokerage firm. By the
exchanges' rules, a member firm can employ a trading representative
and an authorized clerk to handle business on the trading floor, and
sales representatives to deal directly with the public. There are
neither specific rules by Government nor by the four exchanges concerning
the qualifications of these personnel.
B OVERALLINFORMATIONFROM THE INTERVIEIV
(1) The nature of members of the exchanges: There are four exchange
in Hong Kong which were established at different times. The
Hong Kong Stock Exchange, before 1969, was the only recognized
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exchange in Hong Kong. The number of members in the Hong Kong
Stock Exchange, on December 31, 1969, was only fifty-one.
The members in the Hong Kong Stock Exchange are carefully
selected. Some of them even have over twenty years experience in
the securities industry. Most of them possess academic backgrounds
in the related fields. The second exchange established is the
Far East Stock, Exchange by December 17, 1969. At first there
were forty-seven members of this exchange. The eleven founders
of the Far East Stock Exchange consisted of accountants, financiers,
lawyers, industrialists and securities industry professionals.
But as disclosed in the interview, most of the other members
were outsiders without much experience or academic background
in the related fields. Many candidates applied for a membership
originally for the purpose of trading for their own accounts.
The members of the Kam Ngan Stock Exchange. are primarily gold
and silver dealers. They entered into the stock market merely
with the me-too attitude. At the beginning stage of the Kowloon
Stock Exchange, when it was still not recognized by the Hong
Kong Government, it sent letters to those people with some
social status, asking them to join. The purpose was to
enlarge the exchange's daily turnover. During 1972, the
stock market was expanding so rapidly that many rich people
want to become a broker although the Entrance Fee was
raised again and again. On this point, the four exchanges
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employ an open door policy. Hence, the number of members in
the four exchanges increased by five hundred (up to a total
of seven hundred or more) in the year 1972, representing an
increase of 3500. Up to the moment, the four exchanges are
planning to enlarge their trading floors so that even more
brokers can be admitted into the business. Although the
exchange regulations state that experience and ability are
essential in applying for a membership, these two factors, in
the opinion of the writer, have not been truly considered by
the exchanges.
(2) The training offered by the exchanges to improve the qualifications
of the on-job stockbrokers has not been properly considered by
the exchanges. Before the operation of the Far East Stock Exchange
and the Kam Ngan Stock Exchange, the two exchangeshad arranged
two days for the trading representatives to practice the floor
procedures. Except for this, nothing has been done. No
satisfactory answer can be obtained from the interviews. The
Kowloon Stock Exchange is better in this respect. Before its
operation, it arranged a two week training course with the
Shu-yan College, providing the new brokers with the necessary
backgroung in the securities industry. The course offered
included accounting, finance, brokerage firm management, security
analysis and portfolio management. But it is certainly not
enough, as a two week course cannot give anyone a deep insight
and cover the whole area of the securities industry.
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(3) The nature of the employees of the member firms: As mentioned
in Section (1) of this paragraph, most of the members admitted
to the four exchanges after 1971 are outsiders (but the number
of stockbrokers entering the securities industry after 1971
amount to a large majority of the present brokers). Employees
of the small brokerage firms are inexperienced in the field
and are only capable of handling the clerical work. Usually
the accountants of the brokerage firm are qualified professionals
as the work cannot be clone by usual employees. The qualifications
of trading representatives and the authorized clerks are
not specified (in the sense only that they have admitted registration
from the exchange to represent the particular firm to do business
with other member firms on the trading floor) in nature. Some
of them are formerly businessmen in other fields others are
personnel who had undergone a short period of apprenticeship
in another brokerage firms. Most members do not require their
trading representatives and authorized clerks to possess
academic qualifications:' Clerks in the other department (e.g.
the order department, the stock clearance department, the
margin account department and the customers relations department,
etc.) are mainly middle school students. Members of the exchanges
do not care much about the academic backgrounds of their staff.
They care more about the business done for their own accounts
and the commissions received from their customers. No
satisfactory answer was obtained in the interview about the
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means which had been done to raise the standards of these
securities professionals (if they can be called professionals).
(4) The management efficiency of the member firms: The management
efficiency of a stockbroker firm includes the evaluation
of the following points: the communication system, the handling
of clerical work, the information services rendering to the
clients, other services to clients and the speed of execution
of orders. It seems that no problem arise in a bearish market
when turnovers are low. But in a bullish market with only a
half day turnover amounting to five or six hundred million
Ilong Kong dollars, all sorts of problems come out immediately.
Staff members usually have to stay in the office until 10 p.m.
to settle the clerical work. Not many brokerage firms in Hong
Kong (at least not the small ones) are utilizing computers
to relieve their paper work load.1 Services to clients
are poor. Share registration for the clients require a longer
times when it is done through a brokerage firm. Some brokerage
firms even refuse to do share registration for their clients
and tell them to do their registration directly because they
don't want to hire extra hands to handle the work. Staff
members are often not sure about the book-closing period of
a certain stock so that clients suffered loss from their
dividends and rights after the date of ex-dividend or ex-all.
Clients cannot obtain particular information about a certain
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stock because a research department has not been established
in the brokerage firm. The execution of orders and the
communications system are the most serious problem in a
bullish market. Owing to the rules of the exchange, each
brokerage firm is allowed to send only two persons onto the
trading floor -- a trading representative and an authorized
clerk -- to handle the business transactions. Presently, over
three hundred stocks are listed on the exchange. It can be
imagined that when a number of orders flow into the market
quickly the execution of orders by the persons becomes
difficult because prices are changing rapidly, so that many
orders cannot be executed successfully. This is not surprising
since the Hong Kong stock market is so speculative in nature
that large numbers of orders are usually flowing into the
market simultaneously.
(5) The information services rendered to the clients by the brokers:
As the writer knows, many brokers, if they were under strict
examination of academic backgrounds, would be disqualified because
they are incapable of handling their business as a successful
securities professional except that they have enough capital
to maintain their broker's position. The staff of most brokerage
firms, strictly speaking, are outsiders. Under these circumstances,
the clients cannot expect to get proper advice from most
brokerage firms or their staff. What they can get is only
secret tips or rumors about the stock market which are
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frequently unreliable and cause them to suffer sustantial
losses. Small investors (and even the staff members of
brokerage firms) are always sacrificed to the so-called tips.
These secret tips stimulate even more rapidly the small
investors' intentions to speculate because they do not have
much faith in their investment decisions. Mr. Jape Moir,
the Investment Manager of Hutchison (G.T.) Ltd., spoke on
this point,
Small investors risked losing a lot of money because
they could, and would not, investigate companies.
This attitude was obviously a result of a lack of
2
education in the stock field.
There is usually a lack of any knowledge of investment on the
part of individual investors, many of them are housewives
who just speculate and welcome tips and rumours diseminated
by the manipulators. The average investors neither checks
the validity of any rLunours nor investigates the financial
strength of thecompany as to its dividends, profitability,
and future prospects. Thus, excessive speculation during
the bull market exaggerates the extent of demand and causes
share prices to soar many times above reasonable values.
To ask a more serious question, how many stockbrokers can and
would have time to investigate companies? Research work is
not popular in local brokerage firms. Most brokers are only
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interested in the 'following' strategy, which means that
they tend to follow the operation of large brokers in buying
and selling. Many of them are also eager to follow the tips
from their friends who are usually directors of listed
companies and then they are willing to tell their friends
and relatives about what they have heard. When most of the
stockbrokers are operating in this way, can we expect them
to give effective advice to help the general public in the
sense of true investment?
C. SHOULDTHE NEWYORKEXCHANGE'SREGISTEREDREPRESENTATIVESYSTEM
BE APPLIED TO THE LOCALSTOCKLRKET?
Recently the Hong Kong Securities Advisory Committee has advised
the four exchanges to submit a list containing the details of their
members and their trading representatives to the Committee for
reference purpose by the end of Februaryl973. Representatives in
this sense means that they are those persons who are eligible to share
commissions with the brokerage firms. No further action was taken by
the Securities Advisory Committee to put the local stockbrokers under
stricter control. Moreover, the four exchanges are even expanding their
membership list to accept more brokers. Should the Hong Kong Government
impose stricter regulations on the qualifications of the local stockbrokers?
To answer this question, perhaps it is better for us to refer to the
New York Stock Exchange's Registered Representative system,
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The New York Stock Exchange requires registration of all employees
of member firms engaged in the solicitation or handling of securities
business*' It is believed that all such employees should have a
commonbody of general knowledge concerning securities, their issuers,
their marketing and business practices of the industry. Consequently,
the New York Stock Exchange requires each representative to offer the
full range of investment services, even though he may be specialized
in a particular area. Exchange examinations, taken at the conclusion
of the required training and experience period, reflect in their
subject balance the necessity for a broad competence in all phases
of the securities business.
The New York Stock Exchange requires at least a six months training
period for a Registered Representative candidate. The candidate must
be in a training position (on-the-job work) under a training coordinator
of a securities firm. At the same time, he should also follow a self-
study plan designed by the New York Stock Exchange.
There are three examinations offered by the New York Stock Exchange:
(1) Standard Examination
(2) Municipal Bond Examination
(3) Limited Registration Examination
The Municipal Bond Examination is designed to assist member firms
in determining whether candidates are competent in the subject of
municipal bonds. Since this subject is not popular in IIong Kong, it
is excluded from this study.
The 'Study Outline for Registration Examination' published by
the New York Stock Exchange explains the purpose of the Standard
Examination:
The work of most Registered Representatives demands
a depth knowledge of corporate securities, especially
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stocks. The Standard Examination for full registration,
through which alert a very few candidates qualify,
is designed to meet this demand. As the study outline
of this book indicates, the Standard Examination tests
on a broad range of securities knowledge, and in
3depth on corporate stocks.
The New York Stock Exchange also offers the privilege of limited
registration to employees of firms whose training programs have
received specific exchange approval. The Limited Registration
Wxamination may be taken after three months of training or equivalent
non-member experience. Subject coverage of the Limited Registration
examination is similar to that of the Standard Examination, except
that there is less emphasis on the difficult aspects of corporate
finance, security analysis, and New York Stock Exchange round-lot
trading procedures, and greater emphasis on the Monthly Investment
Plan and the rules and policies covering the activities of Limited
Registrants.' Limited Registrants are not eligible for full registration
until at least eight months from their date of employment.
Exhibit VI presents a study outline for Registration Examination
offered by the New York Stock Exchange. Exhibit VII is a study plan
for registration.
it is found that the London Stock Exchange also requires its
candidate for membership to have completed three years training with
a firm of a federated exchange (in the U.K.), unless the Council
(of the London Stock Exchange) otherwise permits in the case of a
candidate with commercial experience or holding a suitable professional
qualifications. Three months of such trainiiig must be served on the
r
floor of the House (of the London Stock Exchange). When the Council so
directs, candidates must eomply with the Federal Examination Regulations
and attain a minimum standard in a written federal examination.
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In view of raising the standard of professional qualification of
Hong Kong stockbrokers, a similar kind of registration examination
should be conducted by the Securities Advisory Committee or a
Federation of the Hong Kong Exchanges (for the time being, such kind
of federation does not exist in Hong Kong. To unify the standard of
qualification, the proposed registration examination is suggested not
to be taken by the individual exchange. The present on-job stockbrokers
should be required to participate in the registration examination and
membership of disqualified brokers should be eliminated. If the
exchanges in Hong Kong is still to maintain an open door policy for
membership, then the Hong Kong Government should impose stricter rules
regarding the registration of stockbrokers.
E.SHOULD THE HONG STOCK MARKET EMPLOY A SPECIALIST (OR JOBBER)
SYSTEM?
It is found that the Hong Kong stock market is very unfair and
disorderly (at least it is so to the small investors). To mention
one thing, Exhibit VIII shows that in a short period of four months,
the Hang Seng Index can have variation of increasing by 104% and then
decreasing by 56.5%. The price variation of some individual stocks
in this period is even greater than that,, Price variations can be
as high as 30% or even more in one day. This phenomenon is not a rare
case but happens quite often, as can be evidenced from newspaper daily
statistical reports. Prices vary quickly moment by moment so that
investors have no time to consider proper decisions. Besides,, there
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are four different exchanges in Hong Kong. Quite often, in a short
period, there would be differences in quotations. Speculators may
take advantage to buy at a lower price on one exchange and sell it
immediately at a higher price on another exchange. It is even easier
to take the same practice for those brokers who have memberships
on different exchanges.- One day the writer went to a brokerage firm
and found that the order department had put aside the orders from their
clients and was busily practicing the 'transportation' of stocks --- to
buy-on one exchange and resell it on another exchange. Broker's
manipulations even make it more unfair to the general public. The
most serious problem occurs when large brokerage firms (such as Sun
Hung Kai, which handles a quarter of the daily turnover-) often receive
a substantial order of a particular stock and find it difficult to
execute that order without strongly interfering with the price mechanism
of the stock market.
The New York Stock Exchange's Specialist System, perhaps, may
contribute some effect and play a useful role in the Hong Kong stock
market. Each Specialist is assigned to maintain a stable market of
the stock in one or more companies. The role of the Specialist,
as indicated by the New York Stock Exchange, is:
The Specialist occupies a unique position at the New
York Stock Exchange both figuratively and literally
he stands at the center of the marketplace. Under
the rules of the Exchange, Specialists are expected,
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insofar as reasonably practical, to maintain
continuously fair and orderly markets in the stocks
assigned to them. Specialists often risk their
own capital by selling from their own accounts when
investors wanted stocks and buying when investors
were selling. Specialists participated as dealers
and more than 97% of their purchases and sales
were stablizing for the market.4
The Specialist is not expected to prevent a stock from declining
or to keep it from going up. ale is expected to try to keep rises and
declines fair and orderly, insofar as practicable under the circumstances.
By doing this, he keeps price continuity more orderly than would
otherwise be the case and contributes to the liquidity of the market.
He thus makes it possible for investors' orders to be executed at
better prices when temporary disparity exists. Because of their key
role in the marketplace, Specialists must operate under stringent
(New York Stock) Exchange Regulations. They are subject to professional
requirements, minimumcapi i:al Requirements and are always under the
surveillance by the (New York Stock) Exchange --- to submit to the
Exchange eight times a year details of their dealings for unannounced
one-week period selected at random by the (New York Stock) Exchange,
the figures of which can be used to examine the price continuity,
spreads in quotation and depth of trading to determine the Specialist's
effectiveness in maintaining a fair and orderly market.
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In the London Stock Exchange, its trading is based on the broker-
'mjobber system. The role of the jobber is similar to that of.the
specialist in the New York Stock Exchange. The broker acts as agent
for his customers, charging a commission, while the jobber deals for
his own account at net prices with the broker or another jobber.
What it amounts to is that the jobber buys and sells and makes his
profit by earning the spread between his purchase price and his
selling price. Jobbers are not permitted to deal with the public
directly. On the other hand, brokers will not deal with other,
though they might have orders which could offset each other, while
the jobber will only buying and sell if he can make his normal turn.
Of course, a jobber may make a loss instead of a profit, and in
difficult conditions losses may predominate. This is not surprising
since the main function of a jobber is to provide a continuous
securities market for the public by so adjusting their prices, if
necessary in anticipation, so as to strike a balance between supply
and demand. Even so, runs the London Stock Exchange Code of Dealing,
it is the proud tradition of jobbers that they continue to deal and
provide for the public a continuous share market in all but the most
exceptional circumstances.
Let us investigate some of the comments about the applicability
of the Jobber System to the local stock market. A spokesman of the
W.I.Carr, Sons Co. (Overseas)5 pointed out,
At the present moment, although the Hong Kong stock
market maintains a very high turnover, its management
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for transaction of stocks is completely out-of-date.
The present buying-and-selling system is only workable
for three or four years age when the stock market was
less speculative in nature and price variations were
small. Under the present circumstances, a Jobber System
similar to that in nature on the London Stock Exchange
should be established to help stablizing the market,6
As there is a possibility for Hong Kong to become an international
financial center, the expanding Hong Kong stock market plays a major
role not only in this aspect, but also in the local economy., A fair
and orderly market will give the investors much confidence and
thus can efficiently channel the financial savings of a country
into the most productive, specialized uses. To keep the Hong Kong
stock market in a fair and orderly condition, the establishment of
a specialist system is worthwhile consideration.
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1. In view of the stock market boom and the sudden demand from local
stockbrokers for computerising their accounts, Burroughs Machines
(BK) Ltd., held a seminar in the Peacock Roomof the Mandarin
Hotel from 10 a.m. to 12 noon recently to introduce its series
of Model ' L' mini-computers designed for local stockbrokers.
Members of the four local stock exchanges have been invited to
attend the seminar. A great number of stockbrokers were at the
seminar to rind out hou a low-cost mini-computer can help to
simplify and speed up their accounts and reports. Tillie record
turnover in the local stock market in the first three months of
1973, has meant that many stockbrokers and their staff have to
work constantly up to midnight or later to get their accounting
done. In order to relieve the heavy load of paper ,cork, calculations
and reports required by the stockbrokers and to eliminate unnecessary
errors in accounting due to lack of computerisation, Burroughs
Machines (IIK) Ltd. has come up with several software packages
on its series 'L' computers specially designed for the local
stockbrokers. All Hong Kong's 700 or so brokers have been invited
to attend the seminar and the result was satisfactory.
2. South China Morning Post, Business News, January 15, 1973.
3. Study Outline for Registration Examination, New York Stock Exchange.
4. Role of the Specialists on the Floor of New York Stock Exchange,
New York Stock Exchange.
5. W.I. Carr, Sons Co. 9 (overseas) is an overseas member of the Hong
Kong Stock Exchange. Its holding company, the W.I. Carr, Sons
Co., is a memberof the London Stock ExchangQ.
6. Wah Kiu Yat Pao, Business News, April 29, 1973.
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Exhibit VI
A Study Outline for Registration
Examination of the New York Stock Exchange
A. Element of Finance










(a) Special Characteristics of Foreign Securities
(b) American Depository System
(4) U.S. Government Securities and the Money Market
(a) Type of U.S. Securities
(b) The Money Market
(c) Treasury and Federal Reserve Board Controls, Debt and
First Management
(5) Taxation
(a) Personal Income Tax
(b) Inheritance Tax
(c) Corporate Income Tax, Excise and Other Tax
(d) Interest Equalization Tax
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B. Analysis of Securities
(1) Evaluation of Corporate Securities
(a) Financial Statement
(b) CommonStock
(c) Corporate Senior Securities
(d) Industry Analysis
(e) Market Analysis
(2) Evaluation of Municipal and U.S. Government Securities
(a) Analysis of Municipal or State Unit
(b) Analysis of U.S. Government Securities
(3) Portfolio Analysis
(a) Tailoring Investment Programs to Specific Individual
and Institutional Needs
(b) Planning Investment Programs
(c) Formula Investing
C. Investment Companies
(l) Fundamentals of Investment Companies
(a) Distinction Between Closed-End Including Dual Purpose
and Open-End Companies
(b) Types of Open Investment Companies
(c) Operation of Investment Companies
(d) Taxation of mutual'Fund Shareholders
(e) Prospectus and Annual Reports
(2) Investment CompanyAct of 1940
(a) Definition and Provision of the Act
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(3) Marketing Open-End Investment CompanyShares
(a) Method of Issue and Redemption
(b) Accumulation Plans
(c) Withdrawal Plans
(d) SEC Statement of Policy
D. Securities Business Procedures
(1) Agency and Principal Function and Responsibilities
(a) Moral and Legal Obligation of the Registered Representative
(b) Securities Firm Organization
(c) SEC Rules
(2) Handling of Accounts
(a) Procedures and Necessary Papers for Opening and Closing
of Various Kinds of Accounts
(b) Handling Orders and Keeping Records
(c) Forwarding of Proxy Material to Beneficial Owners
(3) Securities Transaction
(a) Kinds of Orders and Their Uses
(b) Coimnission, Federal and State Taxes
(c) Clearing, Settlement and Delivery Procedures
(d) Credit Procedures
(4) State Law
(a) Blue Sky Law and Other Related Laws
E. Organized Exchanges
(1) New York Stock Exchange Operations
(a) Functions and Historical Background




(e) Ticker and Quotations
(f) Block Handling
(g) Monthly Investment Plan
(h) Listing of Stocks
(i) Stock Clearing Corporation
(j) Securities Exchange Act of 1934
(2) New York Stock Exchange Constitution and Rules
(a) Objects of Exchange
(b) Registered Representative
(c) Conduct of Accounts




(a) American Stock Exchange
(b) Regional Exchanges
(c) Foreign Exchanges






(a) Operation of the Over-the-counter Market





(a) Functions of the Investment Banker
(b) Investment Banking Procedures
(c) Applicable Law
(4) The National Association of Seaurities Dealers
(a) Background and Purposes
(b) Rules of Fair Practices
(c) Uniform Practice Code
(d) Interpretations
(e) Code of Procedures
(f) Resolution of the Board of the Governors
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Exhibit VII
Study Plan for a 26-week Training Program
in Preparation for Registration as a Representative
of a New York Stock Exchange Member Firm
Study PlanWeeks
1 Orientation, On-job
2-4 Full Time Background Study and Preparation
5 Wire and Order Room, On-job
6 Margins q On-job
7 Purchases and Sales, On-job
8-9 Cashiers Department, On-job
10 (a) Government Securities
(b) Over-the-counterMarket
11 (a) Monthly Investment Plan
(b) MutualFunds
12 Operation Review, On-job
13-15 Elements of Finance, Full-time Study
16-19 Investment and Securities Analysis, On-job in Research
Department
20-21 Portfolio Preparation and Review, On-job in Research
Department
22-23 Conduct of the Registered Representative
24-26 Investment Advice and Development of Personal Skills
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Exhibit VIII
1973 High-Low of Hang Seng Index
Percentage changeHang Seng IndexDate
869.14January 3
+104.0March 9 1774.96 (Peak)
- 56.5779.28April 27
Source: Hong Kong Stock Exchange, Monthly Gazette,





It is important that a stockbroker should understand the ethical
climate in which he is working. Conduct has both ethical and
procedural sides, and the line between them is sometimes obscure.
In this chapter, it is attempted to include only those procedural
materials which have some ethical significance for the stockbrokers.
A. A LITERATURE REVIEW ON ETHICAL CONDUCT
The literature review is based mainly on the Constitution and
Rules of the New York Stock Exchange since there is no sufficient
material concerning the ethical conduct of local stockbrokers.
(1) Goals of Ethical Conduct.
With reference to the constitution of the New York Stock
Exchange, Inc., the goals of ethical conduct are stated as
follows:-
The objectives and purposesI of the New York Stock Exchange
shall be:
(a) To furnish exchange rooms for the convenient transaction
of their business by its members to furnish other
facilities for its members to maintain high standards
of commercial honors and integrity among its members,
allied members, member firms and member corporations and
to promote and inculate just and equitable principles
of trade and business:
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(b) To conduct and carry on the functions of an exchange
within the meaning of that term in the Securities
Exchange Act of 1934 and
(c) To conduct and carry on any and all activities
incidental to the fore-going which may lawfully be
conducted and carried on by a corporation of its type
formed under the New York Not-for-profit Corporation law.
And also: Every member, allied member and member organization
shall at all times adhere to the principles of good business
practices in the conduct of his or its business affairs.2
(2) Special Rules.
It may be noted that the above goals are expressed briefly
and in sweeping terms. Nevertheless, special rules of conduct
are described in Sections 1651-57 and 1659-61 of the Constitution
(of the NYSE). An outlines of these rules and comments will
be presented in the following paragraphs. Comparisons and
comments will be made with reference to their counterparts
in Hong Kong or elsewhere, and to the interviewing results.
According to the (NYSE) Constitution, a member or allied
member who shall be adjudged quilty, by thesff irmative vote
of the Governors (of the NYSE) then in office g of making:-
(a) a fictitious transaction or of giving an order for the
purchase or sale of securities the execution of which
would involve no charge of ownership or of executing
such an order with knowledge of its character, or
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(b) a purchases or sales for the purpose of upsetting the
equilibrium of the market and bringing about a condition
of demoralization in which prices will not fairly reflect
market values, or of assisting in making any such purchases
or sales with knowledge of such purposes,
may be.suspended or expelled as the Board of Governors (of the
NYSE) may determine.
Similar penalties will be enforced if the subject are proved
to have violated a rule or resolution of the (NYSE) Constitution
regulating the conduct or business of members, or have proceeded
inconsistant with just and. equitable principles of trade, to
have failed in testifying or producing records required by the
Board or any committee authorized.
Regulations similar to the above are found under the chapter
on general rules of the Hong Kong Stock Exchange (and also the
other three exchanges). It is pointed therein that no member
shall promote or assist in the promotion of a false market.
A false * market is defined as 'a market in which movements of
the price of a srhare is brought about or sought to be brought
about by contrieved factors, such as the operation of buyers
and sellers acting in collaboration with each other, calculated
to create a movement or price which is not justified by assets,
earnings or prospects' 3.
Regarding the penalties, it is expressly stated4 that,
Whenever it has come to the notice of the Council (of the HKSE):---
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(a) that any member has failed or been unable to carry out any
of his obligations or has violated the provisions of any
article or rule.. of the (Hong Kong Stock) Exchange or
(b) that the conduct of any member is injurious to the
character and interests or prejudicial to the objects of
the (Hong Kong Stock) Exchange
the Council (of the SSE) shall investigate the matter at a
meeting of the Council and if satisfied that a prima facie case
has been established in respect of any of the above matters
shall within fourteen days request to attend a meeting and
explain his conduct in regard to the matter. If the Council
shall, at such meeting or at any adjournment thereof, be of
opinion after considering the explanations (if any) of the member
or if the member fails to attend such meeting in his absence
and in theabsence of any explanation that the complaint is
well founded it may either expel such member from the Exchange
or suspend him for such period as m ay be deemed expedient, or
take such other disciplinary action as the Council may think
proper in the interest of the Exchange, provided that no
member shall be expelled by the Council except by a majority
vote of two-thirds of the members of such Council present in
the Colony.
(3) Rules on Communications with the Public.
Some of the Guidelines5 established by the New York Stock
Exchange for written communication with the public include:-
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(a) Recommendation: A recommendation must have a basis which
can be substantiated as reasonable. When recommending the
purchase, sale or switch of specific securities, supporting
information should be provided or offered. The market
price at the time when the recommendation is made must be
shown.
(b) Projection and Predictions: Past records, charts, tables
or other material cannot be used to promise future profits
or imcome from securities. Projections and predictions
should be clearly labelled as estimates. A reference to
the basis of the estimates should be given or must be
available on request.
(c) Language: Statements which are promissory, exaggerated,
flamboyant or contain unwarranted superlatives are to
be avoid.
(d) Comparisons: Any comparison of one firm's service,
personnel facilities or charges with those of other firms
must be factually supportable.
(e) Claims for Research: For purposes of these standards,
investments research encompasses the organized collection
and analysis of information obtained in oral or written
form from primary or secondary sources, which is concerned
with securities, industries, the market or the economy in
general and has the purpose of assisting member organizations
and their customers in evaluating securities.
62
(f) Dating Reports: All market letters, research reports and
similar publications must be appropriately dated. Any
significant information that is not reasonably current
(usually not more than siz months old -- depending on the
industry and circumstances) should be noted.
(g) Identification of Sources: A -market letter or research
report not prepared under the direct supervision of the
research department of the distributing firm or its
correspondent member organization should show the person
(by name and appropriate title) or outside organization
which prepared the material. In distributing market
letters or research reports prepared under the direct
supervision of the research department of a correspondent
member organization, the distributing firm should mention
this fact, although it may not be necessary to identify
the correspondent by name. Releases prepared and published
by or for a corporate issuer or its public relations
counsel and distributed by member organizations should be
clearly identified as such.
(h) Portfolio Analysis: Portfolio Analysis is defined as
the appraisal of an investor's present holdings of securities,
individually or collectively, for the purpose of offering
investment recommendations consistent with his stated
objectives and general financial status. Persons engaged
in Portfolio Analysis should be adequately supervised and
they should not undertake analysis which is not commensurate
with their experience and training.
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In the case of the Hong Kong Stock Exchange, it is only briefly
mentioned that a member or individual firm is not allowed to
advertise for stock Exchange business in any media. The
member may, however, take advertising space in a programme or
brochure of a registered charity but the advertisement must
not contain the address of the firm or member that has any
connection with the stock Exchange. It therefore reflects
that there are little research activities carried out
by the brokerage firms in Hong Kong (except for Sun Hung Kai
and a few others) so that control in communication means
something different to the Hong Kong Stock Exchange.
(4) Rules on Commission.
New York Stock Exchange Rules (Section 1701, 1707-9,
2394-5) require that a minimum commission be charged on each
transaction, eliminating the temtation to seek less orthodox
compensation from customers. Similar rules are established
in the local exchanges for the same purpose. Originally,
the minimum commission is fixed as 0.5% of the total sum of
money in a single transaction.' In the early days, these rules
were reasonably observed when the public interest was not as
intense. Later on, many brokerage firms reduced their commission
rate to 0.25% or even 0.2% so as to attract more customers.
Then many brokers seek compensation from customers by misquoting
of stock prices, taking advantage between the difference of price dealt
on the exchange floor and that quoted to the customers.
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(5) Rules on Complaints by Non-members
The New York Stock Exchange Constitution and Rules provide
in its Section 1356 for non-member controversies:
Any controversy between a non-member and a member shall be
submitted for arbitration as provided hereinbelow. If the.
proceedings are to be held in the City of New York, the
controversy shall be heard and determined as follows:-
(a) By five arbitrators, to be selected by lot, by the
Arbitration Directors, as follows: one Arbitrator from the
Board of Arbitration, one Arbitrator from the first panels
and three Arbitrators from the second of the panels
provided for by Sec. 4 of this Article or
(b) If the non-member elects-the Board of Arbitration to hear
and determine the controversy and amount (exclusive of
interest and cost) involved in less than U.S. $10,000,
by three Arbitrators, or
(c) If the non-member elects the Board of Arbitration to hear
and determine the controversy and the amount is U.S. $10,000
or more, by five Arbitrators.
Arbitration proceedings pursuant to this Section shall be
held in the City of New York, except as may be otherwise provided
in the Rules of the Board of Governors.
The Rules and Bye-laws of the Stock Exchange of Malaysia
and Singapore also provide in the Section 88 that:
If a non-member shall have any complaint against a member in
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respect of ealings of securities, he may refer the same in
writing to the Committee (of the Singapore and Malaysia Stock
Exchange), which, shall in the first place, consider whether
the complaint is fitting for its adjudication, and in the even
of the Committee deciding in the affirmative, the Committee
shall thereupon investigate and adjudicate upon such complaint,
and the member against whomany complaint shall be bound
to submit to the jurisdiction of the Committee, whose-decision
shall be final and binding against him and against the non-member
so complainting.
However, no provision on such matters are present in the
rules of any of the four Hong Kong Exchanges. The writer does
not have access to the opinion on the practices in the United
States. One Singaporean investor known by the writer pointed
out that in his country no such complaints were made. Most
of the dissatisfactions were tolerated or was settled privately,
according to his belief. In view of the similar disposition
of the people in these two countries, it is believed that even
the rules on complaints were provided here, they will seldom,
if ever, be made use of.
(6) Laws and Rules on the Relationship between the Securities Industry
and the General public:
Following the disastrous crash of 1929 in the United States,
rules were established by both the Federal Government and the
Exchange to prohibit manipulative practices which occured during
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the late 1920's and which occasional operators will try in
new forms today. Rule 349 of the New York Stock Exchange states
that No member or employee of that member shall employ any
representative of the press for the purpose of obtaining advance
or confidential information. Rule 350 deals with the limitation
on the compensation or gratuities of others in order to prevent
all forms of bribery.
In Section 2403 of the Rules and Constitutions of the New
York Stock Exchange, it is stated that:
No member or employee of that member shall be directly or
indirectly interested in or associated in business with, or
have his office directly or indirectly connected by public
or private wire or other methods or contrivance with, or
transact any business directly or indirectly with or for:-
(a) any bucket-shop or
(b) any organization, firm or individual making a practice of
dealing on differences in market quotations or
(c) any organization, firm or individual engaged in purchasing
or selling securities for customers and making a practice
of taking the side of the market opposite to the side taken
by customers.
Section 2435 prohibits malpractices such as excessive
trading and successive transactions by members, manipulative




(a) effect on the Exchange purchases or sales for any account
in. which he is directly or indirectly interested, which
purchases or sales are excessive in view of his financial
resources or in view of the market for such securities.
(b) execute or cause to be executed on the Exchange the purchase
of any securities at successive higher prices or the sale
of any securities at successive lower prices for the purpose
of creating or inducing a false, misleading or artificial
appearance of activity in such securities, or for the purpose
of unduly or improperly influencing the market price of
such securities p or for the purpose of making a price
which does not reflect the true state of the market in such
securities
(c) directly or indirectly participate in or have any interest
in the profits of a manipulative operation or knowingly
manage or finance a manipulative operation
(d) circulate in any manner rumors of a sensational character
which might reasonably be expected to affect market conditions
on the Exchange. Discussion of unsubstantiated information
published by widely circulated public media is not prohibited
when its source and unsubstantiated nature are also disclosed
Report shall be promptly made to the Exchange of any
circumstance which gives reason to believe that any rumor or
unsubstantiated information might have been originated or
circulated for-the purpose of influencing prices in-listed
securities.
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Hence it is obvious that the Hong Kong exchanges were much
less specific in the part in restricting manipulative malpractices.
However, they have begun to keep a closer watch in accordance
with the Government's intention to regulate the market.
B. A SURVEYON THE PUBLIC OPINION WITH RESPECTTO THE ETHICAL CONDUCT
OF STOCKBROKERS
The following is a summary on the opinions collected from the survey:
(1) On the Rule of Minimum Commission and Stock Prices Quoted to
Customers.
Originally, the minimum commission is fixed as 0.5% of the
transaction. The purpose of minimum commission is to guarantee
the stockbroker with a reasonable amount of income so as to
prevent unethical practices of seeking less orthodox compensation
from customers.
Normally, private orders are received in two ways:-
(a) The interested customer telephones the order department of
a brokerage firm, then places his order after asking the
quoted price of a certain stock or
(b) The customer watches the price movements at the stock exchange
rooms or at the brokerage firms. When he is satisfied with
the buying or selling prices of the stock, he calls his
broker immediately by phone or by other means and places
the order.
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It is the first type of customers who often falls as victims
to the brokers' act of misquoting prices. A conscientious broker
will inform the client of the exact prices at which the stock is
bought or sold. But many others will do otherwise, making
the difference illegally. However, there is often no fraud to
prove because of the high variation in price within the same
trading day. The price quoted are often the lowest price of
the day for sales and the highest for purchases. Some small
but alert investors interviewed by the writer had complained
of this practice. This kind of malpractice was even pronounced
after the closing down of the stock exchange rooms to the public
and the limitation in numbers of observers to the brokerage
firms, when some careful investors had to place their orders
before the trading day began.
The transaction procedure on the trading floor requires
that three copies of sales slips be completed upon each transaction.
The three copies are kept separately by the buyer's broker, the
seller's broker and the secretary of the particular exchange.
It is the responsibility of the broker to produce the slip to
the customer upon cash settlement, thus assuring that the price
is done exactly as lo the instruction by the customer.
However, most brokerage firms do not provide sales slips to
their customers, and few customers will demand to see the sales
slips. To prevent brokers from seeking illegal differences on
price quotations, it is suggested that all brokerage firms
should observe the rules and.a copy of sales slips be delivered
to the customers upon cash settlement.
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Other unethical practices include discrimination on small
investors:' Brokers often refuse to accept small orders on heavy
trading hours. Some brokers do not refuse directly, but report
to the investor that there is no quotation of a particular stock,
so'that they can avoid executing small orders. Brokers also
incline to favour those old acconts and give priority to the
execution of their orders. When they receive large buying or
selling orders from customers, the stock of which they are considering
to take the same action, they will first buy or sell for their
own accounts before the execution of order from customers.
(2) On the Problem of Selling Short and Delay in Delivery of Stocks.
According to the regulation of the exchanges, stocks should
be delivered to the right broker within two days when transaction
is completed.- Unlike the practice of the New York Siock Exchange,
short-sellings on any securities are not permitted.- However,
.this rule is not exercised strictly. Some brokers often try
to sell short when market declines, expecting to buy back the
stock at a lower price after several days. As a result, after
selling out a certain stock, they try to delay its delivery,
arguing that busy tradings make it difficult to deliver on time.
Sometines, the delay may be as long as ten days.' Some other
brokers, on the other hand, try to sell securities in position
of their customers' margin account and then buy..it back at lower
price when they foresee a downward market trend. Although this
kind of practices is unethical and will upset the normal stock
market operation, it seems the four exchanges have not yet
taken up necessary measures to prevent such happenings.
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(3) On Circulation of Rumors and the Control of Publications.
No exchange regulations concerning the topic can be found.
However, manipulators often circulate rumors of a sensational
character in order to effect market conditions. There are also
many local publications in the form of small size newspapers,
reporting to the readers mainly about the stock market activities
Since the stock market boom began to expand, almost every
newspaper in Hong Kong tried to lay aside a page for stock market
reports. Many writers of the publications are outsiders or
under the control of manipulators (perhaps the unethical
brokers). Their 'criticism and recommendations' are unfounded
in nature. The language used by them is in the form of 'secret
tips' rather than objective analysis. One small newspaper uses
quite often the heading First Choice for Today as if securities
investment could be done by buying a certain stock in the morning
and resell it after two hours. Since the writers assume no
responsibility on what they have written, they can report
whatever they imagine or what they want it to be as 'facts'.
Usually, the victims are the fools who believe everything.
It is suggested that the Government should put strict control
on these irresponsible publications.
(4) On malpractices Especially about Stocks of Small Companies.
An investor pointed out that it is incorrect to attribute
the phenomenal rise in the prices of shares to the gullibility of
small investors. He assorted that a large share of theblame must
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on the bank of immature and greedy brokers who, not content
with getting their golden eggs, were determined to kill the
goose as well. While it is true that there are mature and
responsible brokers on all the exchanges, it seems fairly
obvious that there are also a number of black sheep sitting
near them. A year or two age, a new issue could expect to
commanda premium of twenty per cent to fifty per cent, and
this was considered excellent. However, the system of private
placement (particularly of companies with limited script) has
rapidly led to a situation in which immediate capital gains
of up to five hundred per cent are regarded as normal (see
Exhibit IX). Since the prospects of the companies, rarely
if ever, justify this premium, an objective observer is
forced to conclude that the opening and subsequent prices are
the result of carefully contrived manipulation by one or more
brokers. If brokers connected with a new issue systematically
buy up shares when they come on the market, it is not difficult
to create and sustain an artificially high price. This in turn,
leads the small investors to expect immense capital gains, as
of right, and distorts the whole market. By inference, if
three new shares jump by four hundred per cent in a fortnight,
all or most shares should rise -- or thus an inexperienced
investor is tempted to argue. If this manipulation had
occurred in only one.or two issues, it might not be too serious,
but it seems likely that the system has been used to introduce
and support a great number of new issues. Once the system
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has made its impact, small investors will knowlingly add fuel
to the fire by paying prices which are totally unjustified on
fundamentals. At the present there are about seven hundred
brokers. It is also reported that most of them are dealing
in a big way. These brokers will buy and sell for their own
accoung first before they attend to their clients' orders.
This is really a very bad practice and very disadvantageous
to the average investors because if anything goes wrong, their
selling orders will surely be withhold till the brokers have
sold theirs. By that time, the prices may have dropped
considerably.
Some brokers even have inter-exchange connections so that
they can take advantage of price difference in different
exchanges to make immediate profits by buying shares in one
exchange at a lower price and resell them in another exchange
at higher price.
The above reflects the general dissatisfaction among the
average investor with regard to the brokers. One of the exchange
in Hong Kong, moreover, has become the center of abuse from
many market pundits complaining that most of the brokers there
have outgrown the usual consideration for small investors who
loyally stood by their side during the time of uncertainties,
i.e. before this Exchange was recognized by the Hong Kong
Government.
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This was most obvious during the recent price dip when many
small investors shared a general feeling of being slighted by
the members of this Exchange.
The irony of the thing is that the officers of this Exchange
have spent much attention and effort on matters of public relations.
Whatever reputations they had established, the Exchange is now
in danger of being squashed by the attitudes about its members.
Another side of the abuse comes from the number of new
issues spouting the Exchange. In one five-day week, it was
reported that five new shares were added to the throng. Too
much, was the general reaction.
As an independent measure, another stock exchange had
already announced that it had temporarily suspended new
applications for listings. It is apparent that many of them
had approached the other younger exchange for their debut.
Another naive investor reported that he applied for eleven
new issues by private placements but without success. For one
of the most recent issues which was privately placed through
the members of an exchange, he felt that at long last he might
have the good fortune of getting an allotment, even though
it might have been of the smallest order. So on the first day
of the announcement, as published in the locacl press, he inquired
of his stockbrokers if he could get some allotment. Their answer
was, WYe still have not heard from our boss what our allocation
is, and how many shares if any will be available.
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The week-end intervening, then he personally went to see
both his broker friends two days later. This time he was
told, Sorry, our boss is not giving out any shares.
The Public Appeal for Stricter Laws
The following points are a summary of the public appeal for
stricter laws before and during the inception of the Hong Kong
Government's proposed moves to regulate the stock market:-
(a) Ban the issue of shares by private placement with brokers
except in special (and rather exceptional) circumstances,
e.g. as when introduced into Hong Kong the shares of a
company already quoted overseas. Force all companies
seeking a stock exchange listing to issue new shares by
the normal method of public subscription. This will
limit the opportunities for unethical manipulation but
will not remove them.
(b) Having licensed and registered brokers, lay down regulations
or standards with which brokers must comply. Give
new brokers a fair period in which to build up a clientele, and
then de-register and remove brokers who have no genuine
clients but are concerned primarily with trading on their
own accounts.
(c) Make a special study of selected new issues, their assets,
their management and prospects, the transfer and registration
of their shares, their links with brokers, etc. Then give
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notice (say, of a month) that exchanges will be required,
by law, to de-list companies which do not come up to the
market (this should not be too difficult to define)
and/or in which there is suspicion of manipulation. The
mere threat to de-list suspect shares should restore
sanity and reduce prices to a rational level.
(d) Watch prices daily and investigate dealings in shares when
their prices rise (or fall) several days before a major
announcement is made. This move is aimed at insiders
who use information (deliberately withheld from other
shareholders) to make profit for themselves and their
friends. It is not enough to seek a company to explain
the reason for a sudden price rise. All insider trading
should be tracked down and appropriate action taken
against the offenders.
(e) Give notice that, unless specified standards are observed
by all members, Government recognition of an offending
stock exchange will be withdrawn, and the transfer and
registration of shares handled by its members will be
illegal. This is a drastic and ultimate step, but --
accompanied by three or six months' notice -- it should
show the Government's determination to eliminate unethical
practices. Predictably, brokers will dread this and
other moves and label them as 'Government interference'.
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But the indisputable fact remains that the Government
has given brokers plenty of time in which to show that
they can regulate their own affairs in the best interest
of the public p but that the brokers have simply failed
to do the job. If they suffer as a result, they have
only themselves to blame.
C* THE GOVERNMENT'SMOVESTO PROMOTEA HEALTHIER MARKET
In view of the disastrous crash in 1929 of the stock market of
the United States, and of the collapse in Australia not too many
years ago, the Government interested itself in the promotion of
Hong Kong as a healthy financial center of the region and began to
deviate justly from their laissez-faire policy in an attempt to
achieve that goal.
In May 1970, a Committee was formed taking in members from the
Hong Kong Stock Exchange, the Chartered Accountants Association,
the Hong Kong General Chamber of Commerceand a member of the Law
Society. The Committee saw its role as acting as an Ombudsmanto
consult on any new issues.
However, the financial editor of a leading English newspaper
reported that this body last met in February 1972. Having shared
the feelings with other investors, he urged the Watchdog to come
out of its kennel.6 On November 16, 1972, the Financial Secretary,
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Mr. P. Hadden-Cave revealed that under the Bill dealing with securities,
the Government would clamp down on more stock exchanges in Hong Kong,
and reaffirmed that there was scope for improving the organizational
arrangements and procedures of the existing exchanges. Its implication
therefore included a reference to registration of all dealers. If
this registration should also call for certain minimum statutory
requirements for those acting as stockbrokers, it could prove an
explosive issue on the business scence.
On January 3, 1973, Mr. Hadden-Cave made a speech on stock exchange
reform. As a result, the share prices shuddered a bit in the late
afternoon as the news befan to percolate. The Financial Secretary's
intention to discipline the private placings on the stock market,
instead of offering the shares for sale, was reported to worry quite
a few people in high places.
On the other hand, Mr. M.G.R. Sandberg, the General Manager of
the Hong Kong and Shanghai Bank, who was also on the Securities
Advisory Council, pointed out that a total ban on private placings
would inhibit certain companies seeking a market quote, while
public offers in the currect climate put an intolerable strain on
the banking system. Thus the apprach to regulate the private
placings must necessarily be examined with care before any solid
proposal to the Legislative Council is made.
As a move to suppress excessive speculation and to give impossibly
pressed brokers' office staff time to catch up on paperwork, the
curtailment of trading on the market to only morning hours was
enforced on February 12, 1973. The Council was also concerned about
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the disparity in the level of commissions charged by brokers. As
pointed out previously in this chapter on the rules on commission,
a fixed and reasonable level of commission would eliminate the
temptation on the part of the brokers to seek less orthodox and
self-appointed ways of compensation from customers. Thus, from
January 30t 1973 onwards, the rate of commission was standardized at
0.5 per cent for all brokers of the four exchanges.
The Company Law Revision Committee had begun the examination of
the problem concerning malpractices such as operating with inside
information, undue influencing of prices and issuing of prospectuses
containing untrue statements. It can be expected in the not too
distant future that when the recommendations by the Advisory Council
and the Commission of Securities are approved by the Legislative
Authorities, the Hong Kong stock market will be heading for a new
way of growth.
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1. New York Stock Exchange Constitution and Rules, Section 1002.
2. New York Stock Exchange Constitution and Rules, Section 2401.
3. Rules of the Kowloon Stock Exchange Ltd., R3(2).
4. Rules and Regulations f o the Hong Kong Stock Exchange Ltd., R73.
5. New York Stock Exchange Constitution and Rules, Section 2474A.
6. South China Morning Post, Business News, August 8, 1972.
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Exhibit IX
Percentage over Issuing Price
of Some Stocks Through Private Placement Procedures
in January and February 1973
HighestDate of Issuing PercentageoName pricelisting over issuingquotation
H.K. H • K • price
1.00Jan. 3Hip Sing Hong 5.60 560
1.00Jan. 9 8.30Safety Godown 830
1.00Jan. 12 7.10 710Siu On Realty
Beauforte 1.00Jan. 16 5.45 545Holdings
1.00 13.50Feb. 7 1,350Dah Yuen
Cheung Sun 1.00Feb. 12 8.10 810Development
The highest quotation occurring within one month period after the
listing of that stock.
Source: Sun Hung Kai Stock Market Weekly Report, Vol. 93.
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CHAPTERV
THE AUDITING REQUIRd ENTS AND OBLIGATIONS
OF STOCKBROKERS
This chapter deals with how to strengthen the financial position
of a stockbroker firm, the purpose of which is to prevent any
undesirable happenings so as to protect the investors and the
reputation of the securities industry.
There are two types of auditing requirements which have to be
fulfilled by every stockbroker. Internal auditing will be dealt with
first, while external auditing will be discussed in the second part
of the chapter.
A. INTERNAL AUDITING
Internal Auditing aims at the protection of the firm's reputation
and the prevention of loss of public confidence, and attempts to
achieve these objectives by precluding internal fraud and theft. Any
consideration of internal auditing must deal with not only the tangible
but the intangible results of a defalcation or misappropriation. The
law and the regulatory authorities in most instances mitigate the
financial damages which result from the misbehavior of employees.
However, the loss of customer goodwill and adverse publicity attendent
to a peculation can have a far greater effect upon the firm.
(1) Basic Internal Controls.
Internal controls are the basic fraud deterrents. Four
controls which are generally applicable will be considered.
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(a) Seperation of duties.
Each unit of the firm must have this control function
clearly defined. An illustration of the seperation of
duties would be those who initiate transactions
requiring receipt and disbursement of funds should not
be involved in the handling of cash and securities.
(b) Dual Control.
This requires the presence or concurrence of two
individuals in effecting changes in the firm's books,
records, and securities movements. In the case of vault
control, at least wo persons are entrusted with each side
of the control so that absence of one of the primary
individuals would not affect obtaining access to the vault.
(c) Employee Rotations.
In consistantly following this practice, the employer
benifits in that the individual considering any criminal
action becomes aware that in a given period of time his
work will be subject to the scrutiny of another employee.
However?, most Hong Kong brokerage firms expressed
doubt and displeasure'because unfamiliarity with the new
duty often caused disruption in the performance of functions.
They argued that it was better to take the calculated
risk and not employ this policy than to interrupt a
smooth-flowing operation. However, an afterthought
reflects that the principle can be applied to a specific
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function, and the difficulties can be overcome by having
the rotation among employees on the same job.
(d) Compulsory Vacation.
This is similar to employee rotation in its arrangement
and fraud deterring ingredients.
(2) The Internal Auditor and the Internal Audit Programme.
While the internal controls discussed above will serve as
basic fraud deterrents and afford a measure of safety, an
internal audit programme is the most effective fraud deterrent
available to a brokerage firm. A full-time internal auditor
is desirable to a firm and he may become an active part of
the control system in that his approval may be required before
entries of certain defined types can be made to the books
and records of the firm. In summations, the internal auditor's
position can serve all aspects of the business, operational
and supervisory, and as such make a sizable contribution to
the overall health of the firm.
(3) The Internal Auditing Procedures of a Brokerage Firm.
The method of controlling and directing an internal auditing
operation is through the use of written programmes. The programmes
can be step-by-step instruction sheets. It is extremely
important that the internal auditor be appraised of all
operational changes under consideration, since he has to
evaluate the results of these changes in terms of their effect
upon his programme.
(a) Cycle Counting.
One of the tools most widely employed by the internal
auditor is an unannounced count of the securities
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being maintained in the firm's vault. In practice, a
cyclical procedure is often adopted, whereby the staff will
verify specific sections of the alphabet at periodic intervals.
This verification may be limited to those positions wherein
stock is recorded as being on hand, or may be extended to
the direct verification of failures to receive and deliver,
stock loaned and borrowed, and so on, with other brokers.
(b) Stock Record Entry Control.
In establishing and continuing control over the
recording of receipts, deliveries, and the safekeeping
of securities, on of the basic controls is that of limiting
the authority to make entries in the stock record which
reflects the securities positions for which the firm is
accountable. The internal auditor tests the accuracy of
this record in cycles counting but should also review the
entries processed to see that only officials so empowered
are adjusting these records.
(c) Verification of Customer Accounts.
The direct of verification of accounts and records
through correspondence with clients, creditors, and so on,
is the most benificial of all the reviews and checks
available to the internal auditor. It serves as a most
inexpensive method of verifying that the books of account
are correct.
Although internal auditing is a useful practice in the prevention
of fraud, however, not many local brokerage firms have considered
the employment of this method.
86
B. EXTERNAL AUDITING
While the internal auditing is to the stockbroker's advantage and
is often performed on his own initiative, external auditing is
required by the exchanges to check the individual firm's financial
condition, their conformity with the rules and regulations, and to
protect the securities industry's reputation as a whole.
(1) Local Stock Exchange Requirements.)
The rules and regulations of all Hong Kong stock exchanges
requires that members and authorized clerks when required, shall
give such information as may be in their possession relative to
any matter under investigation, including such accounts and
information as to their firm's finance as the Council may
consider necessary. However, the Council may themselves
appoint an accountant to report on any matters relating to a
firm's finances as they may consider necessary.
In addition, the Council have specific power by notice in
writing to call upon any member to submit his books to an
authorized auditor to be named in the notice calling upon
them to do so and to furnish to such authorized auditor all the
information and explanations which he may require for the
purpose of comiling the profit and loss account, balance sheet,
or any other statement as may be required by the Council.
Regarding the maintenance of records, every member shall
maintain records in sufficient details to show particulars of:-
(a) all moneys received or paid by him in respect of his
business as a broker
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(b) all purchases and sales of securities by him and the charges
or credits arising there-from.
(c) all transactions with or for the account of:
i) clients, excluding his partners, if any
ii) his partners
iii) other members of the same stock exchange
iv) members of stock exchanges in Hong Kong other than
the particular exchange.
(d) all incomes from commissions, interest and other sources and
all expenditures, commissions and interest paid
(e) all assets and liabilities including contingent liabilities
(f) all securities which are his properties, showing by whomthey
are ao held as collateral against loans or advances
(g) all securities which are not his property, showing by whom
or for whomthey are held.
The local stock exchanges also require member firms to prepare
a balance sheet from time to time showing the assets and
liabilities of the firm and the partners' capital. The assets and
liabilities shall be classified and described in such manner
that the balance sheet gives a true and fair view of the state
of affairs of the firm as at the balance sheet date.
Having reviewed the external auditing requirements by the
local stock exchanges, we can compare the practices with that
of the other exchanges. The stricter requirements by the other
exchanges can serve as recommendations.
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(2) The Practice on Financial Audit by the Stock Exchange of
Malaysia and Singapore.3
The external auditing system by the Stock Exchange of
Malaysia and Singapore is similar to that employed by the local
stock exchanges. After the completion of the audit, the
auditor shall furnish to the Exchange (of Malaysia and
Singapore) within five months after the close of the financial
year, a Certificate stating that:-
(a) Whether the minimum capital has been maintained as required
by the Rules of the Exchange.
(b) Whether, in the opinion of the auditor the member's books
of accounts and records are those usual in a business
of this nature and appear to have been kept in a proper
manner.
(c) Whether, in the opinion of the auditor, the financial
position of the member firm is such as to enable it to
conduct its business on sound lines, having, regard to the
nature and volume of the business transacted during its
past financial year as shown by its books of account and
records.
(d) Whether he has obtained all the necessary information and
explanations for the proper conduct of the audit and to
enable him to furnish his Certificate.
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(3) Surprise Audit by the Stock Exchange of Malaysia and Singapore.'
On the other hand, the Stock Exchange of Malaysia and
Singapore has among other stricter rules, a regulation that
every member firm shall be subject to an annual surprise audit
to be carried out by an independent firm of public accountants
(other than the auditor of the member firm) selected by the
Committee (of the Stock Exchange of Malaysia and Singapore)
from a panel of firms of public accountants approved by the
Committee.
According to rules governing the surprise audit, the job
of the public accountant is to:--
(a) carry out the surprise audit without disclosing the time
to the member firm
(b) notify the manager of the firm promptly the date the audit
commences
(c) after the audit, submit to the manager of the firm an
accountant's report certifying or not the requirements of
the audit regulations have been compiled with and specify
--the following:
i) that for the period since the date of the last surprise
auditv'the accountants have reviewed the accounting
system, internal accounting control and procedures for
safe-guarding and control of securities including
such tests thereof as they consider necessary in the
circumstances
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ii) whether material inadequacies exist in the accounting
system, internal accounting control and procedures for
safe-guarding of securities and if so, indicate any
corrective procedures to be adopted.
(4) Practice by the New York Stock Exchange.5
In the case of the New York Stock Exchange, the minimum
audit requirements require among other things, that , as of the
audit date, the independent public accountant shall:--
(a) Count all securities in the hands of the broker and compare
such accounts with the records.
(b) Reconcile all balances as shown by bank statements to the
balances shown by the books of the broker.
(c) Mail statements with a request for confirmations to all
customers of the broker that had either a money balance or
a security position with the broker on the audit date.
(d) Mail requests for confirmation to all banks from which the
broker was borrowing money, requesting verification of the
indebtedness as well as the collateral pledged, if any,
to secure the loan.
(e) Mail requests for confirmation to all other brokers with
which the broker being audited had open transactions, such
as failuer to receive or deliver items.
Thus the audit requirements of the local stock exchanges
are found to be less demanding in nature by comparisons. For
instance, it was found from the interview that the auditor did
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not have to comply with the last three items stated above.
The New York Stock Exchange, moreoverv requires that the
independent public accountant must test the accounting system's
internal accounting controls and procedures for safe-guarding
securities for the period since the prior examination date.
If material inadequacies are found in the accounting system,
the internal accounting controls, or procedures for saf e-
guarding securities, the independent public accountant must
comment on such weaknesses in his report and shall indicate any
corrective action taken, or proposed, by the broker.
Regarding the statement of financial condition, the New
York Stock Exchange even requires member firms to make
available to their customers copies of a statement of their
financial condition as of the date of their annual examination
by their independent public accountants. While the rules
state that such financial statements only need be mailed upon
the request of the customer, most member firms make it a
practice to mail a copy of their statement of financial
condition to each customer.
Hence it is obvious that there is much room for the Hong
Kong stock exchanges to improve on and to adopt more stringent
rules in order to raise the professional standards of operations,
and ethical standards, as a by-product of the stockbrokers.
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C. THE REQUIREMENTOF MINIMUM MARGIN OF SOLVENCY
In order to safe-guard its financail position, a member firm doing
business on the stock exchange must not operate below a level of
solvency. The requirement of minimum margin of solvency is also a
necessary measure to protect the investors from suffering losses
due to the poor management of stockbroker firms. No exchange rule is
provided by the local stock exchanges to limit the minimum margin
of solvency of their member firms. Some local stockbrokers are often
too bold (or may be due to their ignorance in the knowledge of securities
and stock market) to risk their capital and take full advantage of
their bank's overdraft account. When market declines, their securities
position immediately fall below the bank's requirement so that they
face the problem of lacking sufficient working capital to carry on
their daily cash settlement problems. An investor recently told the
writer that one brokerage firm usually delay its cheque payment to
customer for one or two days. Even after the investor received the
cheque, it was returned unpaid for four times. Perhaps several small
brokerage firms may encounter the same problem. However, the
problem of lacking sufficient working capital seems received not much
attention by the local exchanges.
Rule 46(d) of the Stock Exchange of Malaysia and Singapore requires
that a member firm of that Exchange shall maintain a minimum 'liquid
capital' not less than a certain amount for each member in that firm.
Each member firm shall promptly notify the Committee (of the Stock
Exchange of Malaysia and Singapore) if its liquid capital is at any
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time less than the minimum amount required by the rule of the Exchange.
By the Rule and Regulations of the Stock Exchange of Malaysia and
Singapore, liquid capital is defined as the excess of total assets
over total liabilities less the following:--
(a) Value of membership and other fixed assets
(b) Value of securities which have no ready market
(c) Unsecured loans to partners or directors or deficit in their accounts
(d) Prepaid expenses
(e) Goodwill or other intangible assets.
Other terms related are:
(a) In the computation of liabilities, advances and loans from
members shall not be included
(b) The valuation of assets should be on the basis of market or
fair value.
The London Stock Exchange also provide similar rules regarding the
level of minimum-margin of solvency. The Council (of the London Stock
Exchange) will be. given notice that a firm has fallen below that level
in an examination of its accountant's report, for that is one of the
matters which the accountant has to deal with.
D9 THE PROBLEMOF PARTNERSHIPVERSUSCORPORATIONOF BROKERAGEFIl MS
The local stock exchange rules require members to belong to a
firm. The firm may be in the form of proprietorship or partnership
bearing unlimited laibilities. An incorporation is not eligible for
membership. This is a difference between the brokerage firms operated
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the U.S.A., the U.K. and that in Hong Kong as corporate members are
permitted in the U.S.A. and the U.K.
In the U.K., before July 1, 1969, it was not open to member firms
to raise outside capital by inviting the public to subscribe for their
own shares: Generally a firm had to run itself on the money which
its partners or members could put p.p. In the case of smaller firms
this involve a considerable personal risk for the partners or
directors, and a corresponding risk for the persons with whomthey
dealt. In the case of all firms, the fact that they could not raise
outside capital acted as a brake on their expansion, which tended
in turn to limit the quality and extent of the services which they
were able to provide.
On June 30, 1969 the Council of London Stock Exchange approved
new rules which permit all its member firms to turn themselves into
limited companies, and issue shares in themselves to the public at large.
If registered company of brokerage firms is to be introduced
into the local stock exchanges, it is useful to consider partnerships
in comparison with registered companies.
The outstanding advantages of a partnership over a registered company
are as follows:-
(1) A partnership, being a private contract between the partners,
does not require so many formalities. A company must be
registered and file a memorandumand articles with the Registrar
of Companies.
(2) A partnership's accounts are its own private affair. But a
registered public company's accounts are open to public inspection.
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(3) A partnership is less expensive to form and run, partly
because there are fewer statutory documents.
(4) A partnership's business activities are not confined in any
way. A company must act within the objects clause of its
memorandum.
(5) A partnership can reduce its capital as it please. But a
company cannot do so without obtaining the consent of the
court.
(6) In general, a partnership can make any arrangement it wishes.
A company is restricted by the provisions of the Companies
Act.
The disadvantages of a partnership compared with a registered
company are more numerous, though on the stock exchange not necessarily
more important:
(1) A registered company's debts are borne by the company's assets
and not by the members whose liabilities are limited. But a
partnership's debts are borne jointly and severally by each
partner.
(2) A registered company, not its members, is liable on the
contracts which it makes. But each partner is personally
liable on the partnership's contracts.
(3) A registered company has perpetual succession: i.e., its legal
continuation does not depend upon the capacity or survival
of its members.
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(4) A registered company can contract with its members.
A partner cannot contract with the partnership firm.
(5) A registered company cannot be bound contract by its members
(except by directors acting within the powers given to them
in the articles). But a partnership is normally bound by a
partner in the role that he is an agent for the firm.
(6) Shares in a registered company can generally be transferred
without the consent of the other shareholders.
(7) If a registered company is limited by shares, the liability
of a member to contribute to its assets (e.g. when it is
wound up) is limited to contribute unpaid on his shares.
But the members of a partnership are usually each liable for
all the debts of the partnership.
(8) A registered company can raise money by creating a floating
charge on its assets. But a partnership cannot do this.
The choice of organizational form has to stem from stable and
sound reasoning. If capital appreciation is a major factor in creating
opportunities for expanded income, then the corporate form is necessary
If liquid capital can be provided readily by individuals who have
a specialized talent for making money in the brokerage business, then
the partnership form will serve very well.
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1. Rules and Regulations of the Hong Kong Stock Exchange, R70(1),
R70(2), R70(5).
L. Rules and Regulations of the Hong Kong Stock Exchange, R12.
3. Rules and Regulations of the Stock Exchange of Malaysia and
Singapore R73 (b) (1).
4. Rules and Regulations of the Stock Exchange of Malaysia and
Singapore, R73 (bb) .





In the second Budget debate in the Legislative Council on
March 290 1973, Mr.' Haddon-Cave, the Financial Secretary, said,
It was not for Government to pass judgement on the level of share
prices, but it was concerned to see that an orderly market was
being maintained. The maintenance of a fair and orderly market is the
intention of the Government and also the general public. The present
stockbrokers t acting as an intermediate between the stock market and
the general public, should be put under stricter controls by Government
and exchanges regulations.
There are two implications for an orderly market. The first is
the elimination of confusion in the stock market, which means that
crazy speculations should be eliminated so as to protect reasonalbe
investments. The second is the prevention of a false market. In
fact, the confusion of the market and the false market are closely
related both come from excessive speculation effected from mass
market transactions.- Orderly transactions and excessive speculation
are mutually exclusive in nature. But a completely normal market
without mass transactions is too idealistic a concept and would be
too difficult to establish. We are' now faced with a system of four
exchanges operating seperately and cometitively. At present, the
four exchanges are competing aggressively. In the future, the
competition may become even more irritating. It seems as if confusion
and false markets would not be easy to eliminate unless the whole
exchange system is to be eliminated. Hence, what we can expect
99
to achieve is only an exchange system with the lowest degree of
confusion. The writer feels that the present stock market needs direct
control by the Government because the present exchanges' regulations
are too loose in nature so that the speculative movements cannot be
balanced by the movements of real investments. From a long term
viewpoint, when the movement of real investment is jeopardized and
retreats from the stock market, it is really harmful to the local
economy. The coming enactment of the proposed Securities Bill and
the setting up of the Securities Advisory Council is in a sense a
direct control on the stock market by the Hong Kong Government.
In his March 29 speech, Mr. Haddon-Cave pointed out, The control
of the Hong Kong stock market needs the cooperation of the brokers,
banks and nominee companies. If their cooperation cannot be obtained,
then the law should be amended to strengthen the hand of the Commissioners.
There are really many well-qualified brokers with strong ethical
standards supporting the-real investment directly and indirectly.
But more new brokers do not meet the professional requirements. Their
existence, though not entering into the speculation or malpractices,
will do no good to the present stock market.
After studying the subject and completing the survey, the writer
would like to mention the following points to serve as a guideline
for improving the present operations of the Hong Kong stock market,
especially the improvement of theprofessional status of the present
stockbrokers.
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A. THE EMPLOYMENTOF A TW'O-EXCHANGESYSTEM
It is very peculiar that a small island like Hong Kong should
have four exchanges operating seperately and cometitively. 'Recently
the Legislative Council hurriedly passed a bill to curb the opening
of a fifth exchange (the Asia Exchange). If the Governemtn thinks
that the fifth exchange is redundent, then we can't see the value
to Hong Kong in the opening of the third and fourth exchanges.
We can just conclude that the Government was too hesitant to take
the necessary action until the critical moment has occured. If there
is fear that one stock exchange would not be functioning properly,
then at most two exchanges would be quite sufficient. The suggested
two-exchange system would be similar to the New York Stock Exchange
and the American Stock Exchange in the U.S.A., where stocks with
better fundamentals can be listed on the New York Stock Exchange,
but smaller companies or those companies with higher risks can be
admitted quotation on the American Stock Exchange. Under the new
two-exchange system, the two exchanges should be closely linked by
a centralized computer system so as to provide a unified market.
A central stock clearance-department, should be established to help
facilitate the present one day cash settlement problem. An Exchange
Federation should be established to deal problems between exchanges.
Other advantages of the merging of the present exchanges
include: the possible maintenance of a standardized and orderly
market, the unification of capital and the reduction of expenses so as
to save excess funds for improving the management espects of the exchanges.
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To implement the suggested two-exchange system, it seems that the
Government should take action and exercise its influence over the
present exchanges to effect the mergers. Of course, the problem of
merging the present exchanges is not so easy to solve, especially
since there are significant advantages of the present four exchanges.
But, the suggestion is worth consideration as it is-an effective
means to achieve a fair and orderly market.
B. THE ESTABLISHMENTOF A REGISTEREDREPRESENTATIVESYSTEM
The stockbrokers have the following functions:--
(a) arrange the quotation of shares
(b) act as an agent in buying and selling of stocks
(c) act as advisor to the client in the selection and management
of their investment.
To carry out his duty properly, the stockbroker should be equipped
with knowledge in finance, investment, accounting, economics, management,
law, politics, psychology, texation et. This warrants the establishment
of a Registered Representative system of stockbrokers. Membership
would be granted only to those who have passed the professional
examinations and have acquired enough experience in the field of
investment. Qualified stockbrokers must be member of a society and
be required to observe a code of professional ethics. It is advised
that only those brokers who have passed strict examinations held
by the Securities Advisory Committee be permitted to continue their
business. Those brokers who are disqualified should be expelled
from the exchanges.
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Co THE ESTAELISBMENTOF THE SPECIALIST SYSTE?A
In regard to the maintenance of a fair and orderly market, it is
commonly desirable that a member acting as specialist engage to a
reasonable degree under existing circumstances in dealing for his
own account when lack of price continuity, lack of depth, or
disparity between supply and demand exist or is reasonably to be
anticipated.
The specialist performs a key function by helping to execute
large orders, which is a commonproblem faced by the present Hong
Kong stockbrokers. The size of the market given in response to an
investor's routine request usually is not indicative of the potential
amount of stock which may be bought or sold. A specialist may be
able to assist the general broker in executing a large order by
taking or supplying part or all of the stock as dealer at a
mutually agreeable price within the market by locating willing
buyers or sellers, drawing on his knowledge of.buying or selling
interest or by handling market or limited price orders given him
by a generallroker who is executing, on a piecemeal basis, a large
order requiring time to fill. An investor wishing to buy or sell
a substantial number of shares can let his broker know, so that the
broker may seek to determine the depth of the market on the floor,
enlisting the services of the specialist if he wished to do so. Thus,
the specialist plays an important role in stablizing the price
mechanism of the market, which is urgently needed by the local stock
market.
103
D . THE INCORPORATIONOF MEMBERFIRMS AND THE MERGEROF SMALLBROKERAGE
FIIW.S
In the stock market, there is a great imbalance between the powers
of the brokerage firms. There is the large brokerage firms(as compared
with other firms) of Sun Hung Kai which handles at least one-fifth
of the daily turnover on the present market. Large orders received by
the company are not easy to execute without affecting the price stabilit,
of the present market. The influence of Sun Hung Kai can be imagined
as it handles one-fifth of the daily turnover and the other seven
hundred brokers share the rest of the turnover. If several more
large brokerage firms can be established to balance the influence
of each other, the market would be more stable in nature. Other
advantages of the merger of brokerage firms include: -
(1) provision of more capital for better use such as modernization
by computers
(2) management can be operated more efficiently
(3) the number of member fi nms can be reduced so that exchanges
would operate more conveniently
(4) with more funds and manpower, better services to investors could
be provided.
For the time being, the incorporation of brokerage firms is not
permitted by the exchanges' rules. However, the incorporation
of brokerage firms is very commonin the U.S.A. and the U.R. The
comparison of partnership versus corporation has been illustrated
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in Section D, Chapter V. A company limited by shares is a more
flexible organization than a partnership. In addition, limited
companies generally have more capital than partnerships, since they
raise it by public subscription their very size, together with
the principle of limited liability, tends to protect its members against
the effects of misfortunes. But if one of the partners lets the
firm down in a financial sense, the other partners are directly
affected. Since it is only they who stand between the firm and its
dissolution, they must make good the losses which he has incurred.
Stock exchange partners, like other business partners, have to
find their working capital out of their own pockets. Since the
member of partners in a firm is limited to a certain number under
the privision of the Companies Act, there are difficulties in
raising large sum for business expansion. The incorporation
of brokerage firms, perhaps, may solve the above problem.
E. RAISE OF PROFESSIONALCONDUCTOF PRESENTBROKERS
As essential as it is for the stockbrokers to acquire technical
knowledge, it is equally important that they understand the ethical
climate in which they are working. Anyone who aspires to join
the exchange community must subscribe to its rules of conduct
in spirit. Only when the securities professionals perform properly
and ethically can the securities market become more healthy and
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曾
有
起
跌
幅
度
超
過
百
分
十
的
紀
錄
，
這
固
然
是
香
港
股
市
極
端
投
機
的
表
現
，
但
市
場
內
缺
乏
一
種
能
夠
維
持
買
賣
均
勢
的
力
量
，
也
是
一
個
重
要
的
原
因
。
在
紐
約
证
券
交
易
所
有
些
称
為
專
家
的
經
紀
，
對
交
易
所
指
定
給
他
的
某
幾
種
股
票
，
負
責
平
衡
它
們
8從
而
中
飽
：
或
歧
視
小
投
資
者
、
或
是
先
行
處
理
自
己
的
買
賣
，
然
後
始
處
理
客
戶
的
委
託
訂
單
，
所
有
這
些
都
有
違
证
券
從
業
員
的
職
業
道
德
。
　
　
交
易
所
對
於
會
員
財
力
的
審
查
，
無
疑
比
較
上
述
兩
點
為
認
真
，
但
也
僅
止
於
盡
責
而
已
。
交
易
所
要
求
會
員
每
年
聘
請
核
數
師
核
數
一
次
，
並
呈
交
資
產
負
債
表
備
案
。
這
是
不
足
夠
的
，
以
前
遠
東
交
易
所
就
有
某
會
員
因
投
機
失
敗
而
失
踪
。
蒙
受
損
失
的
投
資
者
至
今
仍
未
能
得
到
賠
償
。
由
此
可
見
交
易
所
的
機
能
並
不
十
分
健
全
。
作
者
以
為
採
取
突
擊
查
帳
的
方
法
。
由
交
易
所
聘
請
核
數
師
臨
時
抽
查
會
員
的
帳
目
，
每
年
兩
次
，
或
可
防
患
未
然
。
7害
，
財
政
司
夏
鼎
基
於
一
九
七
三
年
三
月
間
發
表
財
政
預
算
演
說
時
指
出
：
政
府
無
意
干
涉
股
票
市
場
的
價
格
，
僅
要
求
股
市
進
行
有
秩
序
的
交
易
。
這
裏
所
謂
有
秩
序
的
交
易
有
兩
種
含
義
：
一
為
交
易
的
不
混
亂
，
一
為
防
止
假
市
場
的
擴
大
，
嚴
禁
利
用
假
事
實
，
假
買
賣
和
假
消
息
表
欺
騙
投
資
人
。
在
過
去
壹
年
的
瘋
狂
市
勢
中
，
經
常
有
部
份
經
紀
暗
中
操
持
大
量
投
票
或
新
上
市
股
份
，
然
後
大
力
提
高
價
位
以
進
取
厚
利
，
更
有
部
份
經
紀
把
配
售
的
股
票
分
給
自
己
人
。
從
而
將
股
票
操
縱
在
手
。
其
他
如
幕
後
人
物
事
同
某
些
經
紀
，
利
用
收
購
合
併
的
消
息
把
股
價
抬
高
而
大
量
出
貨
的
例
子
，
也
為
數
不
少
。
更
有
一
些
不
道
德
的
經
紀
。
謊
報
行
情
，
6。
反
觀
香
港
，
並
沒
有
這
種
專
業
制
度
的
設
立
，
婁
九
龍
证
券
交
易
所
開
業
時
，
曾
與
樹
有
書
院
舉
辦
為
期
僅
一
週
的
講
習
班
，
藉
以
使
各
會
員
對
证
券
業
務
獲
得
初
步
的
概
念
，
除
此
以
外
，
未
闡
各
有
関
交
易
所
曾
採
取
任
何
行
動
來
提
高
证
券
經
紀
的
專
業
資
格
。　
　
關
於
職
業
道
德
問
題
，
作
者
認
為
；
嚴
格
的
法
例
管
制
是
不
大
容
易
生
效
的
。
這
必
須
有
賴
於
证
券
業
人
士
的
自
律
精
神
。
香
港
滙
豐
銀
行
董
事
長
沙
雅
於
一
九
七
二
年
十
月
間
談
及
股
市
投
機
時
曾
經
強
調
：
各
证
券
交
易
所
的
會
員
，
有
特
別
義
務
維
持
股
市
的
正
常
交
投
，
並
且
要
維
護
大
眾
的
利
益
，
免
為
不
法
之
徒
所
損
5所
之
間
的
業
務
競
爭
，
並
沒
有
認
真
審
核
申
請
人
的
財
力
，
專
業
資
格
和
個
人
信
譽
，
即
予
發
給
牌
照
。
無
限
制
地
讓
不
符
合
專
業
水
準
的
人
加
入
証
券
業
務
的
行
列
，
是
值
得
政
府
去
注
意
和
急
謀
補
救
的
。
　
　
有
関
股
票
經
紀
的
專
業
地
位
，
可
以
分
開
三
方
面
來
討
論
：
一
、
專
業
知
識
；
二
、
職
業
道
德
；
三
、
財
力
。
　
　
証
券
業
務
為
一
種
十
分
專
業
化
的
業
務
，
歐
美
各
國
對
証
券
從
業
員
的
資
格
審
查
，
一
向
都
十
分
嚴
格
。
以
英
國
為
例
，
紐
約
証
券
交
易
所
，
美
國
証
券
交
易
所
和
全
國
經
紀
人
協
會
都
有
註
冊
代
表
的
制
度
，
而
合
格
的
註
冊
代
表
必
然
具
有
相
當
的
專
業
水
準
4的
律
師
，
大
律
師
或
會
計
師
，
以
及
註
冊
有
限
公
司
，
任
何
申
請
人
祇
需
填
具
壹
張
申
請
表
，
由
兩
名
現
任
會
員
出
具
推
薦
書
，
送
交
會
方
審
查
：
當
申
請
獲
準
後
，
申
請
人
需
交
納
一
定
數
目
的
入
會
費
，
並
以
叁
拾
萬
元
保
証
金
存
入
銀
行
，
即
可
開
業
。
　
　
根
据
上
面
的
規
定
，
証
券
從
業
員
的
標
準
，
可
說
是
有
等
於
無
，
証
券
業
務
方
面
的
經
驗
，
也
並
不
是
成
為
會
員
的
必
要
條
件
，
幾
乎
任
何
人
都
可
經
成
為
經
紀
，
衹
要
他
有
足
夠
的
財
力
。
同
時
交
易
所
對
申
請
者
的
審
查
，
是
否
有
任
何
一
定
的
標
準
呢
？
作
者
在
進
行
調
查
時
，
對
此
問
題
並
未
獲
得
滿
意
的
答
案
。
各
交
易
所
為
了
獲
得
可
觀
的
入
會
費
，
為
了
擴
大
會
方
的
成
交
額
和
交
易
3在
探
討
香
港
的
股
票
經
紀
在
一
個
極
端
複
雜
，
充
滿
投
機
和
情
緒
化
的
市
場
中
，
究
竟
擔
當
着
急
樣
的
一
種
角
色
。
　
　
香
港
並
沒
有
管
制
股
票
經
紀
的
法
例
，
股
票
經
紀
的
資
格
，
由
各
交
易
所
直
接
擬
訂
和
審
核
，
目
前
估
計
，
全
港
約
共
有
壹
千
名
經
紀
，
反
觀
呈
马
証
券
交
易
所
，
合
法
的
經
紀
不
足
伍
拾
人
。
　
　
既
然
沒
有
政
府
法
例
來
限
制
股
票
經
紀
的
資
格
，
我
們
不
妨
看
看
一
般
証
券
交
易
所
的
規
定
。
一
般
而
言
。
申
請
執
業
股
票
經
紀
的
資
格
為
：
申
請
人
必
須
年
滿
廿
一
歲
，
在
香
港
連
續
居
留
五
年
以
上
，
並
對
証
券
業
務
具
有
若
干
經
驗
。
但
下
列
人
士
不
得
申
請
為
股
票
經
紀
，
未
解
除
的
破
產
者
，
銀
行
董
事
或
職
員
，
執
業
2　
　
本
來
，
股
市
發
展
是
經
濟
繁
榮
的
好
現
象
，
但
是
一
個
組
織
不
健
全
的
股
市
，
往
往
造
成
危
機
，
足
以
嚴
重
破
壞
當
地
的
經
濟
結
構
。
本
港
的
股
市
，
不
幸
就
是
如
此
：
四
間
証
券
交
易
所
各
自
為
政
：
証
券
從
業
具
本
身
欠
缺
自
律
能
力
；
政
府
未
建
立
有
效
的
監
管
條
例
；
同
時
，
一
般
投
資
者
多
數
缺
乏
起
碼
的
投
資
常
識
，
因
而
往
往
由
於
一
時
的
衝
動
而
造
成
不
必
要
的
損
失
；
大
戶
的
操
縱
：
一
般
上
市
公
司
為
求
急
功
近
利
的
擴
展
而
濫
發
新
股
等
等
，
所
有
這
些
都
是
本
港
股
市
有
可
能
產
生
禍
患
的
因
素
。
　
　
目
前
本
港
股
市
而
臨
危
機
，
已
無
法
否
認
，
作
者
認
為
香
港
股
市
必
須
實
行
全
面
管
制
，
以
確
保
投
資
者
的
利
益
。
本
文
目
的
1　
　
　
　
　
　
　
香
港
股
票
經
紀
事
業
地
位
的
研
究
　
　
香
港
在
近
拾
多
年
來
，
工
商
業
突
飛
猛
進
，
經
濟
蓬
勃
，
其
最
大
優
點
為
貿
易
與
資
金
調
動
，
均
在
絕
對
自
由
政
策
下
發
展
。
本
港
工
商
業
及
金
融
界
，
均
有
良
好
信
用
與
聲
譽
支
持
，
倘
在
宣
傳
上
善
加
運
用
，
則
既
而
各
國
工
業
及
金
融
界
，
當
會
樂
意
在
香
港
從
事
經
營
，
使
香
港
很
容
易
成
為
東
南
亞
的
經
濟
中
心
。
　
　
香
港
近
年
來
股
票
市
場
日
形
活
躍
，
無
異
為
香
港
工
商
業
繁
榮
的
指
標
，
亦
足
顯
示
港
人
資
金
具
有
雄
偉
力
量
。
本
港
的
股
票
市
場
，
已
由
少
數
富
有
人
士
的
活
動
場
所
發
展
為
各
階
層
人
士
的
投
資
市
場
，
其
蛻
變
實
由
於
市
民
收
益
日
豐
所
致
。


